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Get Ahead
While
Others Play
While others are playing and wasting their evenings, so
far as business advancement is concerned, you can be
gaining knowledge that would otherwise take years to
obtain. About one out of every ten realizes that the
only sure way to get ahead is to train for a better
position — and they do get ahead. The others trust to
“pull” and luck — and they keep on “trusting.”
Real opportunities await men who have a thorough
training in accountancy. More and more men are mak
ing good through sound knowledge of accountancy,
because business needs such men.
Almost from the very start you can begin to “cash in”
on your knowledge. Bear in mind that the “school of
experience” graduates old men only.

Getting Ahead
No school offers a finer record of real achieve
ment than does the Walton School. And what a
school has done for others is the best guarantee
of what it can do for you.
The Walton School, with its unequalled record
of more than 1,000 Certified Public Account
ants, nine successive years of American Insti
tute honor winners, and twenty medals for
high honors in the Illinois C. P. A. examina
tions, offers the quickest possible means of
securing the kind of experience that pays big
returns.
“The Walton Way” Has Started Many Men
on the Road to Success and
Independence
The book you see illustrated above has actually
helped scores of men to obtain the best things
in life, for here is a book that clearly tells you
Thomas B. Gill
B.E.

Secretary

the possibilities for advancement in executive
and professional accounting. It explains exactly
why business pays big rewards to men who are
trained in this particular line. For accountancy,
after all, is the very life-blood of modern
business. You really owe it to yourself to send
for the book that tells all about the Walton
training in accountancy. It costs you nothing —
yet reading it may be the turn upward in your
business career.

Mail the attached coupon today and get your
copy of “The Walton Way to a Better Day.”
Day and Evening Classes and
Correspondence Instruction
As day classes are started at frequent intervals,
it usually is possible for a day student to begin
at the point in the course for which his previous
education and experience qualify him. Evening
resident classes start in September and January

WaLtonSchOOl
Commerce

374-384 McCormick

Building
Chicago

MEMBER NATIONAL HOME STUDY COUNCIL

WALTON SCHOOL OF COMMERCE, 374-384 McCormick Building, Chicago

Without obligation on my part, please send me the copy of “The Walton Way to a Better Day,” and suggestions as to what you can
do to help me advance in the business world.

Name.......... .. .

Address . .

Correspondence Instruction

.

□ Resident Day Classes

City and State

Occupation. . .

□ Resident Evening Courses
................................................................. Age......................................
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FOCUSING ATTENTION ON ITS ACCOUNTING DEPARTMENTS
TN these days of keen competition
and close buying, business is lean
ing heavily on its accounting depart
ments.

Successful organizations demand and
require finger tip control of their
operating records. And only an effi
cient and speedy accounting depart
ment can produce facts and figures
when they are needed.

Write today . . .
for a new booklet titled “Reming
ton Rand Electrifies the Accoun
ting Machine — Completely.”
Read it and you will see how the
New Remington completely elec
trified Accounting Machine can
help your accounting department
pay you dividends in up - to - the minute bookkeeping information
pertinent to positive business con
trol . . . and with less overhead.
The coupon is for your conveni
ence. Accounting Machine Division,
Remington Rand, Buffalo, New
York, Offices in all principal cities.

In electrifying the Remington Ac
counting Machine, Remington Rand
has made finger tip control of ac
counts payable and accounts receiv
able more definite. Time and effort

are saved, operator fatigue is lessen
ed, and, in many instances, nine
operations are reduced to two.

Electrified numeral and alphabet
keyboards, line spacer, carriage re
turn speed the day’s work faster
than ever before. And the combina
tion of these and many other fea
tures bring to an accounting depart
ment, a simplified, more accurate,
speedier and economical system of
machine bookkeeping.

Remington Rand

Please send me a copy of ''Remington Rand Electrifies the
Accounting Machine—Completely.”

Name—--------------------Address_______________________________________________ —------------------------
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When
do you
face the
C. P. A.
Examiners?
Here are 243 Accounting Problems — 260 questions
on Accounting Theory, 204 queries on Auditing
Theory and Procedure — with Solutions to the
Problems, carefully worked out in accordance with
accepted principles and practice.

C. P. A. Problems
and Solutions to
C. P. A. Problems

Theory, Auditing and Problems

Both by Jacob B. Taylor, C. P. A.
and Hermann C. Miller, C. P. A.

A four-volume digest of problems and ques
tions given in 955 C. P. A. examinations by
accountancy boards in 48 states; June, 1929
papers are included. Distribution is:
California.........................
Florida...............................
Illinois................................
Indiana..............................
Massachusetts...............
Michigan..........................
Missouri............................

39
26
42
25
20
23
26

New Jersey........................
16
New York..........................
60
Ohio...................................... 24
Pennsylvania.................... 31
Washington...................... 33
Wisconsin..........................
18
Other States..................... 572

The four buckram-bound volumes contain 400
problems and 5,824 questions, classified in
related groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume II solves problems in Volume
I; Volume IV problems in Volume III. Time
allowances are given so problems may be solved
under C. P. A. conditions.
A Golden Opportunity

This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

Both members of the Faculty, Ohio State University

Two Volumes, 1089 pages, 6x9, per set, $10.00,
postpaid — payable $1.00 in ten days and $3.00
monthly for three months

HESE problems and questions have been

selected from those actually pro
Tjudiciously
pounded in recent state and A. I. A. examinations

throughout the country. They cover a wide range of
points and topics from the preparation of statements
down to specialized accounting situations met in
consignment, branch, retail, instalment, bank, real
estate, and fiduciary work. Two complete examina
tions are fully reproduced for checking one’s speed
and proficiency under the usual time limits set.
Recommended for pre-examination study,
training juniors, or a comprehensive
review for anyone

McGraw-Hill Book Company, Inc.

FREE EXAMINATION COUPON

■■■■■■■■
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days' approval books checked.
□ Complete Set (Four Volumes, 1,871 pages), $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ Volume III and Solutions (Vol. IV), $7.50
I agree to pay for the books or return them postpaid within
five days of receipt.
Signed..............................................................................................................

Street.................................................................................................................

a

Examine FREE

McGraw-Hill Book Company, Inc.,
370 Seventh Avenue, New York
Send me for 10 days’ free examination postpaid, Taylor and
Miller’s C. P. A. Problems and Solutions to C. P. A. Problems,
I agree either to return them postpaid within 10 days of
receipt or to remit $1.00 in 10 days and $3.00 monthly for
three months.

Name............................................................. ...............
Home address...................................................................

City and State..................................................................................................
Position..........................................................................................................

City....................................................................................................................
(Sent on approval only in U. S. and Canada)
Write for Illustrative Circular

Firm................................................................................................ JA 8-1-31
(BOOKS ON APPROVAL IN UNITED STATES AND CANADA ONLY)
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Ready!
New, Second
Edition —
Revised and
Enlarged

PRINCIPLES
OF ACCOUNTING
By Eric L. Kohler, C.P.A., formerly Professor of

Accounting, Northwestern University School of
Commerce; member, E. L. Kohler & Co., and Paul
L. Morrison, C.P.A., Assistant Professor of Fi
nance, Northwestern University School of Com
merce; Comptroller, Middle West Utilities Co.
507 pages, 5½ x 8, illustrated, $4.50.

TO CANDIDATES
for the next

C.P.A. EXAMINATIONS
“Organized Preparation” is the keynote of our
resident coaching course. It provides an estab
lished, organized means of preparing yourself
for the examinations, teaching you how to
attack a problem, arrange your worksheets,
and how best to present your paper to the
examiners.
To that group of candidates who have lost
touch with their studies, our series of lectures
affords an excellent opportunity to acquire a
thorough knowledge of the formal, academic
principles required, and familiarizes them with
examination-room procedure.
The next course starts on Wednesday, September
9th. Another course starts September 22nd, both
at the Engineering Auditorium, 25-33 West 39th
Street.

C.P.A. EXAMINATIONS REVIEW
202 West 40th Street, New York
Telephone: Penn. 6—7834

HENRY L. SEIDMAN, B.C.S., LL.B., C.P.A.

HIS book is designed to give a real working

knowledge of accounting within a single volume.
TThroughout,
the authors keep to the front a typical
business enterprise as the accounting unit and show
exactly how to handle each business transaction from
start to finish according to the best standards of
accounting.
In this revised and enlarged edition, the material
has been largely rewritten, rearranged and expanded
in the light of accounting progress. Special attention
is paid to columnar journals and controlling ac
counts. New chapters explain the principles under
lying both comparison of financial statements, and
consolidated financial statements.
SECTION HEADINGS
Part I. Survey of Bookkeeping. II. Bookkeeping Practices. III.
Statements from Bookkeeping Records. IV. Application of
Principles to Various Situations. V. Valuation and Analysis
Problems.

Fill in and mail this coupon — NOW
McGRAW-HILL FREE EXAMINATION COUPON

McGraw-Hill Book Co., Inc., 370 Seventh Ave., N. Y.
Send me postpaid for 10 days’ Free Examination KOHLER
and MORRISON’S Principles of Accounting. Within 10 days
of receipt I’ll send you $4.50 or return the book.
Name..........................................................................................................
Home Address.......................................................................... ................

City and State............................................................................................
Position........................................................................................................

Name of Company................................................................J.A. 8-31
(Books on approval in U. S. and Canada only)

BINDING
The Journal of Accountancy
Subscribers to The Journal of
Accountancy who have their maga
zines bound for permanent reference
may find it an economy or a conven
ience to avail themselves of the binding
service conducted by the Publisher.
The magazine is bound in tan buck
ram with title, dates and volume num
ber stamped in gold on red leather.
When the magazines constituting the
volume are supplied by the subscriber
the binding charge is $2.
Missing numbers, with the exception
of a few rare issues, will be supplied, if
obtainable, at 50 cents each.
Binding orders and the magazines to
be bound should be mailed or delivered
to
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Annual Meeting
of the

AMERICAN INSTITUTE
OF ACCOUNTANTS
Bellevue-Stratford Hotel
Philadelphia, Pennsylvania
Sept. 14 to 17, 1931

PERSONS INTERESTED IN ACCOUNTANCY ARE

INVITED TO ATTEND THE OPEN SESSIONS

Information may be obtained from the

Institute's offices
135 CEDAR STREET
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NEW YORK, N. Y.
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Prepare for the November, 1931

C.P.A. and AMERICAN
INSTITUTE EXAMINATIONS
at the

Co-operative Training Course
The Co-operative Training Course was offered for the
first time in June, 192 2, in response to a long and in
sistent demand of those who recognized the need of a
review in preparation for C.P.A. examinations which
would be organized scientifically and conducted by
experts of established reputation and skill. The un
usual success which attended the first course and
which has been since generally maintained by suc
ceeding groups of candidates has served to confirm the
utility and desirability of The Co-operative Training
Course. From the outset, the Co-operative Train
ing Course has attracted only the best type of candi
dates, many of whom have had long and varied experi
ence. Testimonials from former members of the
classes are on file and concrete evidence that the
course fully covers the requirements may be seen by
those who wish to investigate before enrolling.
The course in preparation for the November examina
tions will begin on Wednesday, September 9, 1931,
and will close on Saturday, November 14, 1931.

If interested write for announcement, addressing, the

Co-operative Training course
New York City

150 Nassau Street

or telephone Beekman 3-7737

Back Numbers
Desired

July

1906
1906
1913
1928

May

1929

February
April

April

Ready in September:
the New National
Unit Accounting System
A compact, yet flexible, up-to-date system,
laid out in accordance with the most approved
accounting practice. It is now in production
and will be ready for the inspection of ac
countants in September.

National Blank Book Company
Holyoke, Mass.

Bound Volumes
FOR SALE
VOLUMES X
VOLUMES XI
VOLUMES XII
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VOLUMES XIV
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VOLUMES XVII
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To those who
plan to take
the next C.P.A. examination
Particularly noteworthy
features of the training are:
N addition to its regular
Course, the Interna
tional Accountants Society,
Inc., offers a special Coach
ing Course for Accountants
who are planning to take the
C. P. A. Examination.
This Course will be sup
plied only to those who are
already competent account
ants, as no attempt is made
to teach general accounting
in this course. The instruc
tion is pointed directly at
the C. P. A. Examination.
Something more than a
knowledge of accounting is
necessary to insure success
in the examination room.
Solving examination prob
lems is vastly different from
the usual work of making

I

audits, installing systems, or
conducting investigations.
Many men with little or no
practical experience can
solve C. P. A. problems
readily — many others with
years of experience flounder
pitifully in the examination
room. WHY? The candidate
is required to work at top
speed. He must work with
limited information. He has
to construct definitions.
Very often it is necessary
for him to use unusual
working sheets.
The C. P. A. Coaching
Course given by the Inter
national Accountants So
ciety, Inc., prepares you to
meet such conditions. The
fee is $42, and the text
consists of twenty lessons.

100 problems in Practical Accounting
with solutions and comments
100 questions and answers in Account
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory
of Accounts

Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,”
working sheets, side calculations, use of
proper terminology, and discussions of
authoritative opinions.
Problems and questions (1) actually
used in a C. P. A. or an A. I. A. examina
tion, or (2) specially prepared to train
the candidate in handling certain points
likely to be encountered in the examination.
Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant who has him
self passed the C. P. A. examination.
There are sixteen such Certified Public
Accountants on the Active Faculty of the
International Accountants Society, Inc.

A SPECIAL booklet, "How to Prepare for the C. P. A. Examination,” is now ready for those
who are interested. For a free copy, just write your name and address below and mail.

International Accountants Society, Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for Accountants.

Name..

.Company.

Address..
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Speed
Ease
Economy
in the production of neater
and more accurate records
Simple operation with many automatic
features ... the posting of ledger, statement,
and full width journal (or any other com
bination of records) at one time ... the fast,
easily operated keyboard in a position con
venient to the operator... all make for greater
speed and ease in the production of neater,
more accurate records with the Burroughs
Typewriter Bookkeeping Machine.
It is built for handling such jobs as accounts

receivable or payable, general ledger, dis
tribution, payroll, stock records and similar
work. It is available in a variety of models
to meet individual requirements . . . and
for distribution to any number of classi
fications up to twenty.
For complete information or a demonstra
tion, call the local Burroughs office or write to
the Burroughs Adding Machine Company,
6228 Second Boulevard, Detroit, Michigan.
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EDITORIAL
One of the dangers which confront all
professional offices at the present time
is the apparent necessity of reducing
the number of employees and thus depleting the strength and
efficiency of the organization for future activity. It is not like
the condition which exists in industry. There the men who are
discharged will sooner or later be reemployed arid it does not make
much difference whether the same men come back to a factory
or not. Skilled workers of all kinds will find their opportunities
in the industry, and while there may be a shuffling of the personnel
the strength of each respective unit will not be much affected
in the long run. In professional work, however, there is a dis
tinct difference. Take accountancy as an illustration. The
work of each office differs somewhat from that of every other
office and the men who have been on the staff for some time have
acquired an intimate knowledge of the methods, purposes and
principles which prevail there. Now comes the time of depres
sion and many of these men are not needed for the work which
actually offers at the moment. If they are discharged they can
not be expected to remain idle waiting for reemployment in the
same office. They must go out and find what they can find in
order to earn a livelihood. The result of this condition will be
that many of these men will find employment in private capacities
and they will be permanently removed from the lists of profes
sional accountants. This is a real problem, and the effect of the
present conditions will be felt in the near future.
81
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of Losing Men
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The reality of the difficulty is known to
accountants. The heads of firms are do
ing their utmost to retain as many men
as they can possibly keep on the pay-roll so that when the ex
pected resumption of activity occurs there may not be an inabil
ity to cope with it. But there are limits to every firm’s capacity
to absorb idle time. No firm can be expected to engage in pro
longed philanthropy when the cost of it is ruinous. It would be
ideally perfect if every firm could employ all its men in good times
and bad, but that, of course, is impossible. Many firms are mak
ing sacrifices to retain the right to the services of their best men
and the cost in the aggregate is colossal. Other firms have
adopted the principle of part-time employment. There have
been forced vacations without pay and three-day-week expedients
and various other ways of reducing the total pay-roll, but all of
them have the same undesirable factor of discontent. No man
who has worked at, let us say, $100 a week feels particularly
joyful to be engaged at $50 a week, even if he is given half of his
time to do with as he will. The man who has been receiving $30
a week can not exist, except in grinding poverty, on $15 a week.
It is logical to expect, therefore, that the men whose salaries
have been cut down may not say much about it, but they will
surely go out and seek for other fields of effort wherein they can
earn what they consider a decent living. Naturally the men
who have been thrown out entirely will be the most eager to find
other employment, but all who are affected by wage cuts will join
the ranks of those who are out looking for something else to do.

Efforts To Meet
the Difficulty

This is a condition which affects law
yers, engineers, architects, accountants
and other professional practitioners, and
it is felt most seriously in the large offices. There are other
firms which employ comparatively small numbers of men and are
able to carry on without reducing the staff. Individual practi
tioners, of course, may find their incomes severely affected by
lack of work, but their employees are usually few. There seems
to be no answer to the problem. The depression is probably
past its worst and people generally are talking in a more hopeful
tone than they have adopted for a long while. But still it will
be some time before professional activity is fully resumed. The
chances are that the accountants who are thrown out of em
82

Employees Are Often
Desperate

Editorial
ployment at present will succeed in finding something worth while
to do and they will hesitate to reenter a profession which has once
left them stranded. It has been so long since there was a period
of hard times like the present that the moral effect of it is greater
than the actual cause justifies. People become desperate and
are apt to forget that the time of prosperity will return. If a
man who has been employed for ten years at a comfortable salary
in accountancy, and has built up a home and spent practically all
he received in an attempt to establish himself in life, now finds
himself without employment or income he will be inclined to
damn the vocation which he has followed and firmly resolve for
ever to avoid it.

There is nothing that the accountant
can do to increase the volume of profes
sional work. We have received a sug
gestion that it might be desirable for accountants to cut their fees
so as to attract practice, but this is a foolish proposal. In the
first place, accountants’ fees never have been very high except
in a few individual cases, and when prosperity returns they will
not seem high. As a matter of fact, while there are clients who
always criticize every account for fees, most men do not question
the accountant’s charges. It is extremely doubtful if a reduc
tion of fees would have any substantial effect other than to set a
new standard of compensation which would not meet the re
quirements and from which it would be difficult to depart when
business had resumed its onward way. Furthermore, the client
does not demur at the amount of a fee. At present he avoids
all fees and lets his accounting work remain undone pending the
coming back of better times. An ingenious soul with a sense of
humor has suggested that one way out of the present difficulty
would be to offer to perform audits on the instalment plan very
much as some of the sales of merchandise are effected. Prob
ably this proposal would involve an offer to a client to perform
the audit of his accounts and to allow the fee to be spread over a
year, at so much a month, with or without interest. A good many
accountants who are having difficulty in collecting their fees (and
few have not) say that the instalment plan is now in effect with
out consent. Most clients are now paying a little here and a
little there and taking a long while to complete the amount.
This same ingenious person also suggests that there might be cash
83
Can Activity be
Stimulated?
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discounts to hasten the payment of fees. That might help at
present, but what of the future? Cash discounts are well enough
in their way, but they set a hazardous precedent.
Somewhat in a spirit of idle pleasantry,
we published in The Journal of Ac
countancy for June an anonymous
letter which poured out the vials of its wrath upon the account
ing profession in general and certain prominent members of the
profession in particular. It did not seem probable that anyone
would regard the letter seriously. Like the purpose of the
Mikado we intended to make the letter,

At the Threshold
of the Profession

“Unwillingly represent
A source of innocent merriment!
Of innocent merriment!”

but several comments which have been received indicate that the
letter attracted a certain amount of attention, and serious atten
tion at that. As an illustration we quote the following:
“ In the editorial department of The Journal of Accountancy I read with
some surprise the bombastic letter written by an irate ex-subscriber giving his
forceful views on the matter of how the younger accountants are received into
the accounting profession. Not being a member of the American Institute
of Accountants, or for that matter even a practising accountant, I doubt
whether I should say anything about this. However, I am a student with one
more year to complete my course in accountancy and soon I will be ready to
try for a place in the American Institute of Accountants, as well as try for the
local C. P. A. examination.
“It may surprise you to know that there are many accountants (mostly
young and inexperienced) who think along the same line that the author of
the anonymous letter does. I have steadfastly refused to believe that the
accountancy profession looks upon the young, new accountant with hostile
eyes. I have also refused to believe the accusations made by the writer of the
nameless letter. As I have said before, there are many young men who
believe just what is alleged. Now, whom are we to believe, we young men who
will soon enter the field of accounting? What is the true status of the new
accountant? I have always looked upon the American Institute of Account
ants as being a body of men working together in the best interests of the pro
fession, and always seeking to help the inexperienced young man in getting
started in the accounting profession. I have always looked upon the great
national firms of certified accountants as being friendly to the young account
ant and always willing to give the young inexperienced men a chance to get a
start.
“After reading the letter in The Journal of Accountancy, I would like
to ask a favor of you. On behalf of the thousands of young men (and women)
in the United States today who are studying accountancy and who will soon
enter the professional field, I am going to request that you publish an article
in The Journal of Accountancy giving your views on this matter that the
nameless writer has written about, and tell us just what we may expect when
we enter the professional field, and how we should prepare ourselves. I am
sure such an article would be widely appreciated.”
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Editorial
No doubt there are many men who are
anxious to know the answer to the questions which our correspondent pro
pounds. What may the young man entering accountancy
expect and how is he to prepare himself so that he may obtain the
most success in his chosen calling? It is a large question and
one that can not be fully answered within the narrow limits of
editorial notes. The Institute has given a great deal of attention
to the problem and its bureau for placements has prepared a
pamphlet which describes what is believed to be the actual con
dition. There is, of course, a difference in the treatment ac
corded young men in different offices, but it is safe to say that in
most offices the heads of the firms are much concerned with
encouraging the younger men. Every employer of labor knows
the importance of having available men who can undertake the
work which is to be done. He would be a fool, indeed, who
would entertain a hostile spirit toward his employees or potential
employees. In a professional office such as that of a lawyer, an
engineer, an architect or an accountant there is a much closer
bond between the employer and the employed than there is in a
shop or factory or even an ordinary office. In the professional
office, employer and employed are members of the same profes
sion. They are all presumed to be men of education and train
ing, and their relative importance in the organization is not so
serious a question as it is elsewhere. All are working presumably
toward a common end, namely to render professional service in a
professional way, and there is no room for such enmity as some
who have been disappointed in accountancy seem to believe.
As a general rule, it is safe to assume that the man who has a
dour outlook on life has gone through some experience which
has not been flattering to him. Scores of men have ambitions
to become accountants and other sorts of professional men but
when they attempt to fulfill their ambitions they find that they
are ill suited and, of course, can not succeed.

Employer and
Employed

It seems that accountancy is more
afflicted by incompetent aspirants than
any other profession. Perhaps this is
because the true nature of accountancy as a profession is not
recognized widely and people believe that all they need to do is
to study a little, grasp the fundamentals of bookkeeping and
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blossom forth as accountants. They overlook the essential quali
fications: analytical mentality, integrity, personality and refine
ment. Lacking one or more of these qualifications they attempt
to thrust themselves in where there is no room for them. On
the other hand the young accountant who has the proper stuff in
him will not be disappointed and will find a future illuminated
with bright light. Naturally in a time of depression such as the
present there is no great demand for new employees, but such
conditions do not last and when the period of mourning is over
we shall go forth to new and greater activity. Then there will
be openings for all the young men who have the proper train
ing and possess the qualifications which are prerequisite. The
bureau for placements of the Institute interviews scores of young
men in their senior year of college or immediately after gradua
tion. Some who profess a fondness for accountancy are merely
groping above their heads to reach something by which to climb.
They are not in demand. But the young men who know what
they want and why they want it are not kept waiting, except in
such rare instances as occur in times of financial depression. It
is probably true that the sudden accession of wealth which came
to many accountants during the festive days from 1925 to 1929
will not return. Instead we may expect a steady and much
healthier growth of professional work, accompanied by a return of
a good livelihood to all who truly belong to the profession.
The attention of accountants has been
directed lately to the expression “in
accordance with the books.” Courts,
counsel and litigants have been much concerned with the problem
which arises in interpreting the expression, “I certify that the
accounts are in accordance with the books” or words to that
effect. To begin with, it is dangerous to affirm that the accounts
are in accordance with the books because it is quite possible that
somewhere hidden away in a remote page of a ledger there may
be an entry which is not reflected in the published accounts, and
if there be even so small a matter as a cent misrepresented in the
accounts there may be lawyers who will affirm that a statement
of the kind quoted is inaccurate. Technically they might be right.
As a result of recent cases there seems to be a tendency to avoid
any attempt to certify to the absolute identity of the figures in
books and published accounts. Everybody knows that there are
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unimportant entries in books which have no bearing at all upon
the general financial condition of the company, and it may be
unwise to spend the time and incur the expense involved in
verifying all these minutiae. It is certainly not worth while.
But suppose the accountant does certify the absolute verisimili
tude—who cares really whether the accounts are in accordance
with the books or not if they are in accordance with the facts?
The books are merely a record currently kept and it is not at all
uncommon to offset an earlier entry by correcting entries later in
the year. At the end of the year the accounts, if strictly in
accordance with the books, would have to show all these develop
ments and that, of course, would be absurd. It might be well for
accountants to give consideration to the possible desirability of
adopting a new form and, instead of discussing the resemblance of
accounts to books, report that the accounts apparently reflect
the true condition of affairs.

We hope sincerely that the word “cer
tify” may be washed away as the result
of litigation or merely as the result of
development. Accountants should report, not certify. They
should report, perhaps, that the published accounts above their
signatures represent what they believe to be the actual condition
of affairs. If they do that they will supply all the information
that can be desired. We are going through a period of transition
in accountancy. Some of the old and treasured traditions are
being swept out. Perhaps while we are at it we may as well
make a clean job of the whole affair and start anew with a language
which means something. It would be desirable to hear no more
of the foolish expression, “I certify that in my opinion,” the
equally ridiculous, “I certify that the balance-sheet andprofitand-loss account are in accordance with the books,” and a score
of other archaic expressions. Instead it would be well to have
a simple straightforward statement to the client that “I or we,
the accountant or accountants, have examined the records of the
company both in the books and elsewhere and as a result of our
investigation we believe that the condition of affairs of the com
pany is correctly shown in the accompanying statements.” The
man in the street could understand that and, if the statements
were prepared in a manner in harmony with ordinary intelli
gence, the man in the street could know pretty well how the
87
Plain Words Are
Wanted

The Journal of Accountancy

company stood. Let us leave ritual, get down off the rostrum
and mingle a little with the multitude.

A correspondent draws attention to an
advertisement which appeared in a
New York paper. The advertisement reads, “College man of
personality and salesmanship, by firm certified public account
ants to visit their prospective clients; commission with op
portunity further development.” The correspondent who sends
us this thing says that the subterfuge is excellent. What sub
terfuge? It looks to us like a very frank statement of a desire
by a firm of accountants to employ a solicitor. Fortunately,
for the reputation of the advertiser, the advertisement is anony
mous. It is, of course, a great pity that such an advertisement
should appear in a reputable newspaper. Beyond that there is
nothing to be said.
Frankly Solicitous

Even in times like the present there are
accountants who maintain their mental
poise and their innate sense of humor. A much esteemed prac
titioner in Salt Lake City writes:
A Ray of Light

“The auditor’s job is generally very serious and prosaic, but
once in a while he meets with a bit of humor which, if passed on,
may induce some matter-of-fact auditors to smile even in these
times.
“In a town recently audited by us the chief of police who re
ceives a small monthly stipend was given extra work one month
to clean up the streets. His claim read: ‘Cleaning streets and
chief of police.’
“ In a small county one Peter Cook was a deputy sheriff. We
found a claim for services, ‘Assisting Peter Cook in drug store
robbery.’
“A few years ago the writer met with a ledger account for
‘ Undivided Prophets ’.”
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Finance Company Systems
By D. Paul Musselman

The process of trial and error which tends to establish standards
in accounting systems has made little advance in respect to the
transactions which are peculiar to the finance company. Forms
have been borrowed and adapted from other kinds of business, but
have proved awkward and inefficient when tested by the special
stresses of the new type of enterprise. Certain wasteful opera
tions, negligible in other lines, are multiplied until they become
a substantial expense to the finance company. The most general
faults lie in an inability to provide quickly useful information for
management purposes—such as statements of future cash posi
tion—and in difficulty in making a rapid and thorough audit.
The following comments do not pretend to be complete, as any
preconceived system will have to be tailored to fit the needs of the
particular company to which it is applied; but they are intended
to cover the essential features of those special records which are
peculiar to finance companies, omitting, so far as continuity of
description will permit, those features which are common to all
types of business. The topics to be covered are:

I.
II.
III.
IV.
V.

Instalment-note ledger;
Instalment-note register;
Cash records;
Distribution of unearned finance charges;
Financial statements and ratios.

Instalment-note Ledger
Companies dealing in several types of notes may find it ad
visable to departmentalize them into several groups, each with
its separate control and separate subsidiary ledger. In either
case the ledger should be designed for:

A.
B.
C.
D.

Facility in finding the accounts for posting;
Facility in effecting agreement with the control;
Infallibility in revealing delinquents;
Facility in obtaining data relating to future cash position.

The form which most nearly satisfies these requirements is a
modification of the so-called Boston ledger, in which the individual
accounts are set up horizontally instead of vertically, one account
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appearing below the other—the vertical columns (in pairs)
representing periods of time, any period from a day to a month or
more, depending upon how frequently reports are desired by
the management. This form of ledger is used advantageously
when only one or a limited number of postings is normally made
within the period, as in the case of public utilities, building and
loan associations, etc.
Let us first describe the general appearance of the ledger sheet,
reserving argument for discussion of detailed operation. At the
left side of the sheet are columns for serial number (referring to
note register) and name and a column for the total face value of
the notes, to be used for information purposes only. It is un
necessary to duplicate any further information which already
exists elsewhere, except that subsequent changes in the status of
the notes will be entered by appropriate symbol or abbreviation
in the money columns for the proper periods. Such changes in
clude location of the paper, whether re-discounted, pledged or
deposited for collection, repossession of collateral, etc.
Let us now consider the form in respect to the four principal
requirements listed above.
A. Facility in finding the accounts for posting. Actual posting
is a simple operation in any system. It is the time-consuming
operation of searching for the account that must be reduced to
the minimum. Visibility is the first desideratum and orderly
arrangement, usually alphabetical, the next. Our form has
a maximum of visibility, and may be arranged alphabetically,
geographically, by dealers, or as desired. Also, it is impossible
to separate one individual account and mislay it. Where card
systems are in use the temptation to remove the accounts is
practically irresistible. The purpose sought by grouping delin
quent accounts will be better served.
B. Facility in effecting agreement with the control. The necessity
of facility in effecting agreement with the control hardly admits of
argument. Systems which do not include the periodical trial bal
ance in their procedure can not qualify for comparison, as they do
not provide a minimum of control against error and manipulation.
The Boston ledger is really a trial balance in form, and its
superiority for that purpose needs no more than an ocular demon
stration. However, there is more than one way of using the
ledger ;and the usual method, carrying balances forward from period
to period, is not the best for the purpose. For reasons that will
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appear later, it must be emphasized here that all columns to the
right of the last closed period—i.e., the columns for the current
and future periods—will be in constant use. There will be no
interim balances in the future columns. Instead of using a single
column for taking the trial balance, all the figures to the right of
the last closed period will be understood to comprise the agree
ment with the general ledger control. At the end of each current
period the balances of individual accounts which do show balances
(relatively few in number) will be carried forward to the next
column, and the former column will then be regarded as closed—
practically as ruled off—and no further entries may be made in it.
The computation and entering of interim balances is thus elimi
nated. Only the delinquent balances (differing in amount from
interim balances) are carried forward.
(The defense of the interim balance would seem to consist of
three counts: (A) It is used to ascertain the state of the individual
account. The answer to this is that no one wants to know the
balance in the individual account ninety-nine per cent of the time.
It is usually required when there is a delinquency, but in that case
the predetermined interim balance is not the true balance. Let
the interim balances be computed in individual cases where neces
sary. Why enter thousands of computations that will never be
used? (B) It may be claimed that the interim balance is neces
sary for the preparation of schedule of notes. The answer to this
is that such schedules are only required in exceptional circum
stances and should not be a part of the regular routine. The ledger
itself is in the form of a schedule, and the balances at any given date
may be readily computed if required. (C) It may be claimed that
the interim balances are necessary for the trial balance: but I
have already explained that I make mathematical agreement with
the control in an easier way, namely, by assembling the accumu
lated footings of the current and future period columns.)
The advantages of this method of operating the ledger may be
demonstrated objectively by considering the various types of
entries which are most commonly made:
1. Instalment-note purchases;
2. Collections and charge-backs to dealers;
3. Dishonored cheques and protest fees;
4. Re-writes;
5. Repossessions;
6. Adjustment of bookkeeping errors.
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Instalment-note purchases. The debit is entered not as one
amount (except in the information column) but by its instalments,
each instalment being entered in the debit column for the period in
which itfallsdue. Interim balances between maturitiesareomitted.
Collections and “charge-backs” to dealers. Collections are made
in two ways: either by the dealer, acting as agent for the finance
company, the maker of the note having no notice of the purchase
by the latter; or by the finance company (directly or through the
banks). In the former case the dealer is charged in each period
for the entire list of maturities, and, so far as the instalment-note
ledger is concerned, the transaction is completed by entering a
credit opposite the already posted debit (either singly or by
groups). Where the collections are made by the finance company,
the postings will be made to the individual accounts in the credit
column of the period in which received. In the majority of cases
the credit will offset the debit for the period, and no further work
is necessary.
The two types of entry listed above—purchases and collections
—comprise what might be described as the normal transactions
affecting the instalment-note ledger. The remaining types include
the principal transactions arising from deviations in the normal
course of business. There are certain refinements which should be
observed in the posting of this next group, such as the entering of
a debit in a credit column in red. But these are not matters of
primary importance and need not be regarded as complications
endangering the smooth working of the system: they may be en
tirely disregarded, and still the trial balance will remain intact,
and in that respect the operation may be regarded as bookkeeper
proof. The worst that can happen will be a slight derangement
of certain ratios, probably so immaterial as to be negligible.
Dishonored cheques and protest fees. Bad cheques are sometimes
carried as cash in order to avoid clerical work, but the practice is
undesirable as it often leads to neglect and abuse. Furthermore,
they present pertinent credit information and as such should ap
pear in the ledger. The charge should be posted in red in the
credit column against the original credit, unless the latter was
posted in a prior period which has now been (in effect) ruled off.
In that case it will be entered in black in the debit column. An,
appropriate symbol will indicate the nature of the charge. If
there is a protest fee, it will always be entered in the debit column
as a separate item.
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“Re-writes." It frequently happens that the maker of the
note is unable to pay his instalments on time, and rather than
repossess the collateral or charge the note back to the dealer, the
company will make a new arrangement, extending the time, or
reducing the periodical payments, sometimes with an additional
amount added to the note for interest and finance charges. In
such cases we have the cancellation of certain debits and the sub
stitution of others. The original entry should be made in the
note register in appropriate red and black figures. If there is no
change in the total amount, the changes in dates and in the instal
ments will be reflected in the ledger by red entries against the
instalments to be changed and new black entries for the substi
tuted instalments. If the changes are material, and there has
been an additional charge for interest and services, it may be
more desirable to cancel all the old debits in red and open a new
account, with proper references.
Repossessions. Repossessions should be regarded in the first
instance as a change in the legal status of the account, rather than
as an accounting transaction requiring a journal entry and a
transfer of the balance in the note account to another asset ac
count. A memorandum of the occurrence should be entered in the
account by appropriate symbol, but no further entry should be
made ordinarily until disposition of the collateral. In many
cases the maker of the note will redeem the collateral by paying
up his instalments, and the status quo ante will be resumed.
When the collateral is not redeemed the note account will of
course be closed, and this should be done by a series of red-ink
entries in the debit columns, offsetting the balance carried forward
to the current period and the unmatured debits shown in current
and future columns. (If this is not understood, and a simple
credit entry is made in the current column, no harm will be done,
but the bookkeeper will have the necessity of carrying forward a
reducing credit balance from period to period until the original
series of debits is exhausted.)
Adjustment of bookkeeping errors. Errors are bound to occur
in the best regulated offices, and the posting should follow
the principle that the adjustment should appear against the
original posting rather than as an independent entry, always
with the reservation that columns for past periods are closed
and in effect ruled off and no subsequent postings may be made
in them.
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As previously stated regarding the last four types of entries, the
refinements as to red and black ink are matters of secondary
importance. There is only one rule to be inflexibly observed,
namely, that no entry should ever be made in a column for a past
period, any more than an entry would be made in an ordinary
ledger above the red line. If there is any danger of this it would
be well actually to rule the past columns off by a vertical ruling of
unmistakable significance.
This completes the list of typical entries to be found on the
ledger sheet, in addition to the balances carried forward from
accounts which show balances at the close of each period. In
addition to the figures, space is available for references to jour
nals or other books of original entry. It may be assumed that
charges and collections will be found in their normal location, by
number or period, in note register and cashbook, and the entry of
the reference is hardly necessary. Local experience will deter
mine the extent to which supplementary data should be added to
the ledger.
Mathematical agreement with the control will appear in this
form:
(a)
(b)
(c)
(d)

Delinquent balances at end of current period;
Prepaid balances at end of current period;
Amounts due in future periods, listed by periods;
Total in agreement with control.

Besides accomplishing mathematical agreement with the con
trol, it will be seen that this statement has other uses, as in the
preparation of statements on future cash position and as a basis
for determining the true percentage of collections, especially
where notes are purchased without recourse.
Infallibility in revealing delinquents. Delinquents do not ap
pear, so far as the ledger under consideration is concerned, where
the dealer is the collector, or where the burden of collecting de
linquent notes is shifted to him. In those cases the credit factor
is transferred to the dealers’ ledger.
It was noted in respect to the trial balance that no interim
balances are computed or entered in the individual accounts,
and that in any case the interim balance is not the actual balance
if there are delinquent payments. In the normal account, as it
appears on the ledger, the only entries within the period are the
original charge and the corresponding collection (or charge to
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dealer); and the only balances to carry forward at the close of the
period are those in which the amount due has not been paid (or,
in exceptional cases, those in which maturities have been antici
pated, creating credit balances). When the old period is closed
and, in effect, ruled off, these balances are carried forward to the
debit column of the new period (credit balances in red), and they
constitute, automatically, a schedule of delinquents. To make
the list more distinctive, so that he who runs fastest can not fail
to read, it is suggested that violet ink, which is darker than writing
fluid, be used for this operation, especially as all balances will
be carried forward at the same time.
A schedule of these balances, together with their age, may be
readily transcribed. This schedule will serve several purposes:
it will support the balance-sheet, serve the collection department,
inform the management, and act as one of the checks against
possible manipulation (substitution of fraudulent notes for cash).
This statement is therefore a necessary step in the system and
forms a part of the periodical report which will be discussed later.
Facility in obtaining data relating to future cash position. One
of the disadvantages in organizing a description under a rigid
group of headings is the redundancy which results when the
comment on one topic necessarily involves others for its comple
tion. Thus I have already described the manner of obtaining a
statement of maturities by periods as an incidental result of the
manner in which the agreement between the subsidiary instalment
note ledger and the control is maintained. Having these figures
it is only necessary to combine several of the totals covering a
period within which the current liabilities of the company are
maturing (especially the temporary loans) in order to get a close
estimate of the cash income and expenditure for the period, with
the resulting probable cash surplus or shortage.
Instalment-note Register

The chronological record of note transactions is sometimes
entered in a cashbook or split up into several books, in ways that
are difficult to audit and difficult for anyone, including the
management, to understand without reference to files and supple
mentary data. Entries of notes purchased should be kept in a
special journal or register, but they should be divorced from the
cash record and any other extraneous matters which may actually
occur in the same transaction. In order to keep the book in bal
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ance a temporary clearing or suspense account will be employed,
and this account will be offset by contra entries balancing the
supplementary cashbook or journal entries.
The note register will consist of a number of information
columns, followed by six or eight money columns, depending upon
the details of the business conducted by the company. The
information columns should be complete, beginning with serial
number, name of maker, dealer, nature of collateral, etc., but
omitting the amounts and dates of instalments, as the latter will
appear in the instalment-note ledger.
The principal money columns will include:

1.
2.
3.
4.
5.
6.

Dr.
Cr.
Cr.
Cr.
Cr.
Cr.

Instalment notes receivable,
Dealer’s equity,
Unearned finance charges,
Insurance payable on collateral,
Dealer’s surcharge,
Due in settlement.

Dr. Instalment notes receivable. This item is the full face
value of the note and is the amount that will be distributed in the
subsidiary ledger by maturities.
It is advisable to split this heading into several departmental
accounts according to types of contracts with dealers, and espe
cially as to recourse. The subsidiary ledger need not follow this
division if there would be any difficulty in immediately identifying
collections for posting. The several columns will, of course, be
representative of separate general-ledger accounts, but the trial
balance of the subsidiary ledger, if it does not follow the same
division, will be in agreement with the composite balance of the
group in the general ledger.
Cr. Dealer's equity. It sometimes happens that the finance
company will not advance the full face value of the note taken by
the dealer from the consumer. Thus the company’s investment is
less than the face value of the note. In this case, either the col
lections will first be applied to the reimbursement of the com
pany’s advance or investment in the note before the dealer may
receive his equity, or the latter will be paid (or allowed) to him in
proportion as maturities fall due. The resulting credit therefore
represents an amount due the dealer at a rather remote time,
when collected by the company. It is not, in fact, a current
liability of the company, though often classified as such. The
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company’s position is that of agent rather than debtor. The
proper place of the item on the balance-sheet is as a deduction
from the asset. Published statements of large companies furnish
examples of both methods. I prefer to apply it as a deduction
from the asset, thus showing clearly the company’s actual invest
ment in the notes, and avoiding a credit which is neither a current
liability nor a reserve. The item is frequently described as a
reserve, which is misleading to the uninitiated. Perhaps an excuse
for the use of the term may be found in the fact that the account
frequently becomes a buffer against the dealer’s failure to make
good on default in which notes, or losses on them, have been
charged back to him.
While I have not set out to comment on the dealer’s ledger, it
may be appropriate to state that it should be arranged to main
tain the identity of the various transactions in which he has an
interest, if the contract provides that the company’s investment
shall be reimbursed before that of the dealer. Original charges
currently receivable should never be merged with unmatured
credits. In the periodical reports, the unliquidated charges
should be shown separately from the credit balances.
The manner of paying the dealer’s equity may be indicated on
the individual account in the subsidiary note ledger, in order to
guide the bookkeeper in the matter of remittances.
The note register should also be used as a tickler for collateral
transactions, such as the payment of commissions, insurance, etc.,
thus avoiding omissions and duplications.
Cr. Unearned finance charges. This item and the following
two items—insurance payable and dealer’s surcharge—are some
times spoken of, in combination, as the finance charges. So far
as the consumer is concerned they may be so regarded; but in the
note register they must be entered in separate columns. Un
earned finance charges comprise the company’s interest and
service charges exclusively. It is a deferred credit account and is
also frequently called a reserve. I, however, prefer the term
“unearned” as the more descriptive.
Cr. Insurance payable on collateral. This item is the amount
of insurance on the collateral charged to the consumer and
handled by the company for its own protection. Though pay
able to the company as its interest may appear, it is in no sense
the property of the company—a statement which I would have
believed superfluous had I not seen the item treated as an asset
97

The Journal of Accountancy

and written off over the life of the policies. The amount is, in
fact, a trust fund, though it may be classified as an account
payable to the insurance broker. It is possible that there may be
an element of profit in the item. If so, it will appear as a credit
balance which will eventually find its way into surplus.
Cr. Dealer's surcharge. This item represents an occasional
charge made by the dealer against the consumer, above the finance
charges of the company. It is included for convenience in col
lecting. It is an account payable to the dealer, provided he has
no unliquidated charges against him. This item is sometimes
called a rebate, and it may resemble one, depending on the nature
of the agreement with the dealer. In either case the accounting
will be the same. The balance will be offset either by a cash
payment through the cashbook or a credit through the journal.
No balance should remain in the general ledger unless there has
been a delay in settlement.
Cr. Due in settlement. This is the balancing figure or re
mainder which is due to the vendor of the note. The credit will
ordinarily be offset by the issuance of a cheque for the same
amount, which will be entered in the cashbook and charged to the
same account. Occasionally other deductions, not related to a
particular transaction, may be made from the settlement, but
these items will appear in cashbook or journal and will not involve
the note register. No balance should result in the general ledger
for this account, unless there has been a delay in settlement.
Cash Records

Petty cash, or funds in the hands of agents or branches, should
be handled by the imprest system, which is not peculiar to finance
companies, and need not be discussed here. The records which
depart in certain respects from the standards of other kinds of
business are the cashbook and cashier’s daily settlement.
Cashbook. Finance companies usually have a number of bank
accounts. A large volume of cash is handled. Many collections
are made by the banks; and there are frequent transfers of funds
between banks. Because of these things it is important that the
records be arranged to show every transaction clearly for auditing
purposes. The large number of banks need not involve an un
wieldy cashbook nor even separate accounts in the general ledger.
It is, however, advisable to maintain a distinction between cash
on hand and cash in bank, in order that deposits, withdrawals and
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transfers may be clearly recorded. With this requirement it
becomes undesirable to maintain the old separation between cash
receipts and disbursements—a traditional form which originated
when the record was regarded as a detached section of the general
ledger rather than as a journal. Instead, we need a columnar
book, the first four money columns of which will be:

1.
2.
3.
4.

Dr. Cash on hand;
Cr. Cash on hand;
Dr. Cash in bank;
Cr. Cash in bank.

Deposits will be entered in columns 2 and 3; withdrawals in
columns 1 and 4. Exchanges of cheques for cash are, of course,
equivalent to withdrawals. Transfers of funds between banks
should logically be treated as two transactions, a withdrawal fol
lowed by a deposit. But as no ledger balances are disturbed by a
transfer, the record may be made in a memorandum column, thus
satisfying the requirement of a complete chronological record.
Bank and cheque numbers will, of course, appear for auditing
purposes in information columns.
The remaining columns will depend on local conditions—
whether a voucher system is in use, etc.—and do not involve any
problems peculiar to finance companies. (If a voucher system is
in use, it will be understood that where I use the general term
“through the cashbook,” the distribution may take place through
the voucher register.)
If the volume of work is large, certain subsidiary cash records
will be found advisable, such as a special sheet for collections
and a record for dividend payments. A daily sheet for collec
tions has the advantages that usually go with concentration
and classification and may prove a convenience for posting to
the subsidiary instalment-note ledger. The daily totals of
the collection sheet should be transferred to the cashbook in
order to simplify posting to the general ledger and preparation
of financial reports.
Cashier's daily settlement. All cashiers are obliged to verify
their cash on hand and in bank frequently, and it is adding
nothing to the office routine to make this a formal part of the
system. On the contrary, the form serves a double purpose in
accounting for the balances in the several banks, thus relieving
the cashbook and general ledger.
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Conforming to the distinction between cash on hand and cash
in bank, the form for the cashier’s daily settlement will consist of
two parts which “tie in” to each other through the items of
deposits and withdrawals. Petty cash and other funds are, of
course, excluded from the settlement. The sheets should be filed
in a post binder and preserved. The essential parts of the form
are:
I. Cash on hand:
A. Opening balance [from previous settlement].
1. For deposit.
2. Other cash items.
B. Add cash receipts:
3. Collections.
4. Other.
C. Deduct:
5. Deposits [Cf. II-B-10].
6. Fund reimbursements.
7. Cash expenditures.
D. Remainder: Closing balance.
8. For deposit.
9. Other cash items.
II. Cash in bank: [Columns for total, and for each bank
account].
A. Opening balances [from previous settlement].
B. Add:
10. Deposits [Cf. I-C-5].
11. Bank credits.
C. Deduct:
12. Cheques.
13. Bank charges.
D. Remainder: Closing balances.

Debits and credits originating in the banks are numerous and
include collections, collection charges, interest, loans, discounts,
returned cheques, protest fees, etc., which will be entered in the
cashbook in columns 3 and 4.
The reconciliation of the bank statement should be given a
formal place in the office routine and should not be relegated to the
back of the cheque stub or bank statement. Cancelled cheques
should be filed with the bank statements and not mingled with
cheques returned with previous statements, as this hinders the
100

Finance Company Systems

audit. Outstanding cheques should be listed by number, and
those remaining unpaid for more than one period should be listed
by date and name as well. This is necessary as a check against
manipulation. The list will form a part of the routine financial
statement.
Distribution of Unearned Finance Charges

As described briefly in discussion of the note register, the un
earned-finance-charges account is a deferred credit to income.
(The word “charges” in the title must not obscure the fact that
we are dealing with a credit balance.) The account comprises
the company’s own service charges and interest exclusively. If
the original distribution of the finance charge against the con
sumer has been made in accordance with the design of the note
register, all other factors, such as insurance and dealer’s surcharge,
have been eliminated.
It is generally agreed that the factor of interest should be
spread over the life of the notes. There is no such certainty
about the service charge. Here is one of the instances where the
practice of accountancy necessarily departs from the exactitude
of science and enters the wider latitudes of art or artifice. Thus
it may be contended that the service charge has been fully
earned when the note was purchased; or it may be urged with
equal force that the profit is not realized until the transaction is
completed. In such circumstances practical considerations must
control, and I therefore choose to identify the service charge with
the interest as one item, distributing it over the life of the note.
This simplifies the accounting, defers taxes, and is on the con
servative side as to the realization of profits and their availability
for dividends.
The above ambiguity of incidence of profit in relation to periods
of time must be remembered by the reader should he be inclined
to split hairs over the method I am about to describe for control
ling the closing of the deferred credit to income. The superiority
of actuarial methods is in this case completely nullified by the
overshadowing potential variation in the valuation of the earned
element in the service charge, and the resulting variation in the
amount to be distributed. Inasmuch as we are choosing the
most conservative position, any complaint on the score of the
crudity of arithmetic as compared with calculus becomes inconse
quential. We are justified therefore in using a formula which
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remains in the lower regions of mathematics, and can be used in
the average business office to provide the management with
trustworthy periodical statements of profit and loss without
delaying until the end of the year.
The most usual method of estimating the periodic profit is by
the application of a flat percentage of the balance in the unearnedfinance-charges account. This is objectionable on the ground that
the basis does not fluctuate in proportion to the maturities. With
a falling off in the volume of note purchases or a reduction of rates
the resulting amount tends to become excessive, and vice versa.
Eventually the balance of the deferred credit will become dis
proportionate to the outstanding notes.
The following procedure avoids this accumulation of error, and
eliminates personal opinion and possible manipulation of profits.
A columnar book is required, which may be called distribution of
unearned finance charges. The first three columns will be a
condensed transcript of the ledger account, debit, credit and
balance. The remaining columns will be distribution columns
representing periods of time. These columns will be controlled
by the first three, or ledger transcript columns, which in turn are,
of course, controlled by the general ledger. Only one line of the
book will be used in each period.
From the data furnished by the note register we first obtain an
average maturity period for all the notes (or the notes in a given
department). This will usually be consistent from one period to
another, and does not have to be repeated periodically unless there
has been an extraordinary change in the terms of the notes pur
chased. Accuracy in this first step is not such a serious matter
as might be supposed.
The net increase in the credit balance of the unearned-finance
charges account for the period, as shown by the general ledger,
will be transcribed (as one amount) to the credit column in the
distribution book. This amount will then be equally distributed
(horizontally) among as many successive columns as there are
periods in the determined average maturity period, beginning
with the column for the current period. (Thus, for each succes
sive period the amounts in the distribution columns will begin one
column to the right, and the page will assume the appearance of a
flight of steps.)
The next thing is to add the distribution column for the current
period. The footing represents the desired amount which is to be
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transferred from the deferred-credit account to income for that
period—Dr. Unearned finance charges; Cr. Earned finance
charges. This entry will be made in the journal, and, in order to
keep the distribution book in agreement with the general ledger,
let us also enter it in the debit ledger column. If mathematical
agreement is preserved between the distribution columns and the
ledger columns, and the latter are in agreement with the general
ledger, the operation of the system can not go astray. Any slight
deviation from period to period will be automatically corrected,
and will not accumulate as it will with the flat percentage method.
This procedure completes the operation so far as the book
keepers are concerned. There are some other aspects of the for
mula, however, which may be of interest from the academic stand
point. I have, in the above instructions, consistently used the
term “net credit” to unearned-finance-charges account for the
period, because there may be adjusting debits and credits during
the period resulting from “re-writes,” repossessions, etc. It will
be found that these adjustments are relatively small, and in view of
the wide latitude allowed in the premises in respect to the matter
of service charges, and the conservative position taken, a separate
treatment of these items as affecting the distribution of unearned
finance charges is both impractical and immaterial, unless the
adjustments are of catastrophic dimensions. Re-writes usually
involve an additional finance charge which might be applicable to
periods later than the average; and by ignoring them, the periodi
cal transfer to income is theoretically a few cents too much.
Repossessions sometimes involve a charge (reversal) against
deferred credit (reducing loss on sale); and by ignoring them the
transfer to income is again a few cents too much (because the
application of the reversal or cancellation of the original credit, if
applied to the distribution, would appear as a row of red figures
against the distribution for the period in which the original
credit occurred, thus reducing the monthly transfer at a faster rate
than is effected when the charge is applied against the current
period’s credits). The effect of ignoring these adjustments is
thus not only unappreciable, but is automatically corrected as
the maturities for the current period’s note purchases fall due—
no errors being accumulated.
The statement has been made that accuracy in the determina
tion of the average maturity period was of secondary importance.
The fact is, though it may not be apparent on the surface, that in
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a going business the length of average maturity used is practically
immaterial. If the volume of business were constant, it would
literally make no difference what average was assumed. For
example, if the finance charges were $1,200 a month, and the
average maturity 10 months (the volume of business being con
stant), the distribution of the monthly credit would be $120 a
month; the vertical footing, representing the amount taken up as
income, would include 10 amounts of $120 each, or $1,200. But
if an error were made in the average maturity period, and the
monthly credit to unearned finance charges were distributed over
20 months instead of 10, the amount for each maturity period
would be $60 instead of $120. On the other hand, the number of
items in the vertical columns would be 20 instead of 10, and the
footing would amount to 20 times $60, or $1,200—thus giving the
same result as if the average maturity period were correct. Any
error of this sort is material only in so far as the volume of busi
ness fluctuates; and considering again our fundamentally conserv
ative position in deferring the entire service charge as well as
interest, the variation may be dismissed as immaterial.
I have described this procedure as if from the beginning of a
business. To start this method in the case of a going business,
the method is this: If, for example, the average maturity is 15
periods, we go back to the net credit of the period 14 periods
previous, and apply l/15th of that amount to the current ma
turity period; the net credit of the period 13 periods previous will
be applied l/15th to the current maturity period and l/15th to
the next future maturity period, and so on. If it is merely de
sired to set up the deferred credit at a given balance-sheet date,
it is unnecessary to distribute these fifteenths—we merely add
them up and obtain the desired balance of unearned finance
charges as of the balance-sheet date, and make the adjusting
entry accordingly.
Financial Statements

and

Ratios

Financial Statements. The arrangement of the records hereto
fore described permits the preparation of periodical reports with
little work beyond the transcribing of column footings and ledger
balances. Statements are, of course, prepared for various purposes.
The forms suggested here are primarily for internal management
purposes. As such, they should be cumulative, comparative, and
presented in considerable detail. Statements for banks or for
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publication may be prepared from them by reasonable condensa
tion. Ratios may be stated at appropriate positions in the state
ments. For convenience let us consider them in a single group.
The feature of the periodical report of a finance company should
be a cash statement, the cash position being very often the most
important of the management’s concerns; cash being, as it were,
the inventory or stock in trade of a finance company. The peri
odical report will therefore consist of three major divisions:
1. Cash statement;
2. Balance-sheet;
3. Income statement;
with sundry supporting schedules.
The cash statement will comprise two exhibits:
(a) Cash statement (for current period);
(b) Future cash position.

Cash statement (for current period). These figures will be taken
from the cashbook footings of columns contra to cash on hand
and cash in bank. The arrangement should be such as to show
the change for the period, thus:
i. Receipts [by accounts];
ii. Disbursements [by accounts];
iii. Net change for the period;
iv. Add: Opening balance;
v. Result: Closing balance.
The closing balance should be supported by a schedule showing
the distribution by banks and the cash on hand. The latter
should be divided between regular receipts ready for deposit and
other cash items, which should be scheduled. It is also suggested
that reconciliations of bank statements be included with the re
port, and that outstanding cheques more than one period old
should be listed in detail. This will encourage the prompt
entry of items originating with the banks and will act as a check
against possible manipulation involving outstanding cheques.
The necessity for a schedule of cash items will act as a check on
the abuse of I. O. U.’s, post-dated cheques, etc.
Future cash position. The future period may include one or
more accounting periods, but it should be an established period
which will give its management sufficient time to make such ar
rangements as may be necessary to take care of the company’s
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own obligations. The probable income will be determined from
the trial balance of the subsidiary instalment-note ledger, where
the maturities for the instalment notes will be stated, and from
the maturing wholesale notes or trust receipts, open accounts
purchased, etc. Estimated cash demands for the period, includ
ing regular expenses, notes payable, dividends, etc., will be de
ducted from the estimated income, thus forecasting the need of
banking assistance.
Balance-sheet. It is advisable to omit the usual sub-totals for
current assets and liabilities in view of the long maturity of most
of the notes. The usual conditions of the current ratio do not
obtain. Adequate substitutes are found in the statement of
future cash position and the analysis of instalment notes by ma
turities.
The features of the finance company balance-sheet may be
listed as follows:
(a)
(b)
(c)
(d)
(e)

Instalment notes receivable;
Schedule of delinquents;
Reserve for losses;
Dealers’ equities;
Repossessions.

Other items peculiar to finance companies, which require no
further comment here, are wholesale notes or trust receipts, open
accounts purchased and unearned finance charges.
Instalment notes receivable. The difficulty with the statement
of instalment notes receivable is the several cross-classifications
demanding precedence. If the note register and ledger are prop
erly departmentalized, one demand is eliminated, as the several
classes of paper can be separately listed. The principal conflict
is between a classification by title or legal status and a classifica
tion by maturities. The former would show the notes on hand,
pledged and discounted. The latter class is sometimes relegated
to a footnote covering contingent liabilities, but this is undesir
able in the case of a finance company because of the predominant
position of notes in relation to other balance-sheet items. Whether
the purchased notes are pledged or discounted is usually depend
ent on the preference of the individual bank, and the status is a
matter of indifference to the company. Classification on this
basis seems therefore to be a matter of relative unimportance,
especially so far as the management is concerned. And the elimi
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nation of discounted notes is particularly bad, as it distorts both
the general view of the volume of business on hand and the ratios
that make use of the total outstanding notes as a basis.
Classification by maturities therefore seems to be the most
desirable method of presenting the instalment notes. They may
be shown in complete detail in a supporting schedule; but the
most useful classification for the balance-sheet itself would seem
to be:

i. Delinquent notes (supported by schedule)
ii. Notes maturing within a certain short future period (as
used in the statement of future cash position)
iii. Notes maturing subsequently
This arrangement also offers opportunity for a computation of
a current ratio on any basis of maturities desired.
Schedule of delinquents. This schedule supports the balancesheet item, and is obtained from the subsidiary instalment-notesreceivable ledger by copying such balances as appear at the end of
the period. The schedule also serves as a guide to the collection
department and a check against manipulation. It is essential
that the age of the delinquencies be clearly shown. If the notes
are departmentalized, the significance of the several schedules will
be more evident, particularly as to notes without recourse. It
will be recalled that to a great extent the delinquencies are im
mediately charged back to the dealer.
Reserve for losses. A reserve for losses is a desirable procedure
for finance companies. The item should be supported by a
schedule of changes for the period, listing all charges in full detail.
This is an important check on manipulation. (If a reserve is not
maintained, the same kind of schedule should be prepared to sup
port the loss item as shown in the income statement.)
This reserve should appear as a deduction from the asset.
Dealers' equities. The nature of this item was fully described
under the head of note register. The discussion at that point
covered the reasons for placing the item as another deduction from
the asset rather than as a current liability or a reserve, neither of
which it is. Another question connected with the account is the
factor of delinquencies which are concealed in the balance. As
previously described, certain unpaid notes and losses on sales are
charged back to the dealers, but are not always collected, espe
cially when the dealer has a substantial credit in equities. If the
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dealers’ ledger has been properly written up, these original and
unliquidated charges may be readily listed. The total of them
should be shown on the balance-sheet, either as a deduction from
the equities, or, if this proves awkward because the equities them
selves are a deduction from the notes, it may be shown as a sepa
rate asset. Or the analysis may be shown in a schedule. It is ad
visable that the list of charges be shown as a part of the periodical
report, or at least that the changes for the period be indicated in
detail. While this schedule may not lead to any particular action
on the part of the management, it serves as a check on possible
manipulation of the asset as a substitute for cash. The account
is a tempting burying place for improper charges, as it merges the
charge against credits which are only remotely active. The
routine analysis of the account is therefore desirable as a preven
tive, and the particular manner of presentation may be left to
convenience.
Repossessions. The fact of repossession of collateral does not
necessarily involve a journal entry, though the fact must be noted
by appropriate symbol or reference in the individual note account.
A list of notes in this category should be prepared at the end of
each period, and submitted as a footnote to the item of delinquent
notes. If the amount is considerable, it may be transferred to an
independent title for report purposes, but no journal entry need
be prepared, as it is better to carry the asset in the original account
until the collateral is sold.
Income statement. This statement is made possible by the
operation of the distribution of unearned finance charges. The
statement presents no unusual features. Interest earned should
be kept separate from interest expense. Unless there is a reserve
for losses, the charge to this account should be supported by a
detailed schedule. The principal classes of expense will be
administrative, general, accounting, credits and collections and
promotion.
Ratios. All statements are illuminated by useful ratios; but
their usefulness is apt to diminish as their numbers increase.
Ratios, like statements, may be used for various purposes.
Those suggested below are the ones which seem to measure most
sensitively the effects of management. The selection of terms
should be guided by the appropriate contrast between figures
which reflect the effect of management and those which circum
scribe it.
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The well-known current ratio is without significance as applied
to a finance company, unless the maturities of the notes are known.
The purpose of the ratio is better served by the analysis of future
cash position.
“Percentage of collections” is a term frequently heard in credit
houses, and it has a limited significance for the finance company.
In applying collections to the maturities for the period, we have
the logical basis for the ratio. “Outstandings” is the usual
basis, in the absence of a better one, but by its use the ratio is
deflected in accordance with variations in the volume of business.
The ratio is of value if notes without recourse are separately re
corded. The collection factor under other kinds of contracts is
usually shifted to the dealer.
Dynamic ratios, or those concerned with the activities of the
period, would include:
(a) Earned finance charges to combine capital, surplus and
fixed liabilities.
(b) Operating expenses to earned finance charges.
(c) Losses to earned finance charges or to outstanding notes.

Static ratios, or those concerned with the balance-sheet,
include:
(d) Outstanding notes and accounts purchased to combined
capital, surplus and fixed liabilities.

Other ratios may be useful for special purposes. These are
suggested merely as aids in making the periodical report more
useful.
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Depreciation Based on Unit Cost
(Concluded)
By A. W. Moser

The results obtainable by the procedure developed so far
hold good only if the wasting asset under consideration behaves
as the average unit of its type under normal conditions, to which
correspond the yearly averages of output and costs of operation
used in the calculations. Adjustments to or modification of a
depreciation schedule based on those averages are therefore essen
tial whenever the actual results deviate from the forecast. And
the actual results usually do deviate, although costs of labor and
material may have remained stationary, as I shall assume, so
that adjustments would rather constitute the rule than an excep
tion. Also exact averages are often not known in advance.
Hence arises a serious drawback for the method, as it would, in
fact, only cover certain theoretical cases and not the great
majority of those occurring in practice.
With this point in view a brief analysis of the expression for the
unit cost X will be helpful. It is clear from the outset that as
long as operations do turn out normal or average, then and only
then will the preconceived schedule be applicable without adjust
ments. This is not to be expected in practice, however, as I have
already stated; even under normal conditions there will usually
occur greater or smaller variations, and the production will be
either higher or lower than expected. Similarly the operating
costs will vary.

From formula X =

it follows, then,

that if in any one year the output Y has fallen off, without a cor
responding decrease in operating costs 0r or if the latter have
risen while the output has not increased accordingly, X will have
increased for the period, always provided that the unit costs for
labor and materials have not changed, as is being assumed. The
reverse may happen, too—that is, a decrease of X. Any such
variation in unit cost is translated by the relation
Dr = XYr-Or-Ir
into a corresponding decrease or increase, respectively, of the
periodic depreciation burden, as in that formula the original value
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of X appears. A glance at that formula will confirm these conclu
sions. Hence there would be no guarantee that enough was being
written off each year in order to bring the book value down to the
scrap value by the end of the service life of the asset. The method
would be inadequate.
It would not be defensible, however, if the average unit cost
had increased, to lessen accordingly the depreciation burden for
the period, or to raise it in case a reduction in unit cost took
place, which actually would result by simply using the expression
for Dr because such an increase or decrease in operating costs
would not at all affect depreciation. Cases otherwise would be
conceivable with Or at such a level as to make Dr as small as might
be desired, even zero in extreme cases. For instance, if a certain
machine normally requiring one man for its operation should for a
given period be attended by two men, simply as the result of a
defective organization and without increase in production, it
would be unreasonable to decrease accordingly the charge to de
preciation. This could not be tolerated. The output, instead,
must bear the excess cost or be credited with a saving in opera
tions, whatever be the case. The need of adjustments appears
the more essential.
It would not be practicable to try to correct this situation by
adjusting or modifying some existing depreciation schedule,
because such a course would turn out to be the rule already stated
and would entail much labor and possibly serious complica
tions.
A simpler procedure is required and will be offered in the follow
ing pages. Although not rendering the principle of the unit-cost
method in a mathematically accurate way, the deviations will
remain trivial. The plan is based on the contention that depre
ciation should be completed as soon as the output of a given equip
ment has reached the predetermined total for its entire service
life. Thus, if an automobile is estimated to give a total of 35,000
miles, the contention would mean that by the time the machine
has run this total mileage it should find itself depreciated to scrap
value. If it can economically serve thereafter, all the better;
if it must be discarded earlier, a certain loss in comparison with
the normal expectations will ensue. The machine would then not
have performed as the average unit of its type.
Denoting the actual results for the rth year by Y'r for the output
and O'r for the costs, the depreciation charge for the period accord
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ing to the simplified procedure now to be explained, instead of
Dr will be

The expression is self-explanatory. It means that an amount
composed of Dr, plus the estimated average depreciation per unit
of output multiplied by the difference between the actual and the
estimated normal output should be taken as actual depreciation.
In this way irregularities in production will be taken into account
in such way that the depreciation adjustment ∆Dr will bear more
or less the same relation to the difference in output as that in
which the normal, average depreciation Dr stands to the normal,
average output. Possible inaccuracies resulting from this pro
cedure with respect to the unit-cost principle will remain insig
nificant, since it extends to the portion over or under the normal
and since this part will not as a rule take on preponderant propor
tions. If the actual output exceeds the forecast, then D'r>Dr;
if it is less, then D't<Dr.

Inasmuch as

, if the

expectations as to total output and total service life are fulfilled,
there is also

Thus the steps for applying the unit-cost method of depre
ciation as explained in the preceding paragraphs may be summed
up as follows:
(a) Get the statistical data for output, operating costs and
scrap value for each year of service life of the asset;
(b)
From equation (5)

determine n so that X becomes a minimum. To this end, com
pute X for n = l, 2, 3 . . . etc., until it ceases to decrease.
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Frequently, n is known in advance so that the calculation will
be much shortened, inasmuch as X can then be computed at once;
(c) Determine and list the theoretical interest and depreciation
charges I1, I2 ... In and D1, D2 . . . Dn respectively;
(d) At the end of each year, with the actual results at hand,
compute the actual depreciation burden D'r from formula (7)

where Y'r states the actual and Yr the estimated output for the
year.
It will always be desirable for best results, of course, to get the
original estimates as accurate as possible; but too much emphasis
need not be placed on this point. As explained above, inaccura
cies of original estimates can only be of secondary importance,
due to their marginal character, with consequent errors in results
moving within very narrow limits; and, naturally, differences be
tween actual output and estimates become less weighty than
might have been expected. An error in results would mean a
slight shifting of the yearly depreciation charges. And some data
in regard to future performance of an equipment under average,
normal conditions is usually available. So it will always be
possible to construct, at least roughly, a schedule for the normal
output, operating costs and scrap value for each year of service
life. As time goes on and more experience is gained, improve
ments, when desirable, may be effected and be kept in mind for
future plannings.
Before demonstrating the adjustment procedure by examples
let attention be given to a special feature incidental to the method
described.
The method requires that each year data on the output and the
operating costs for the period be available, preferably for each
individual service unit, not only for the sake of future estimates,
but still more for the purpose of closely following each unit’s be
havior, so that corrections can be promptly made whenever neces
sary. Even in places where such a control is already provided
by the cost-accounting system, the method of depreciation indi
cated will indirectly prove useful in this respect, inasmuch as, for
its carrying through, facts are to be looked for and conditions
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made apparent that otherwise might find only cursory attention
or never come to light. This fact in itself is an advantage more
than worth some extra work, if any, for assembling the data.
The control referred to will become even more forceful if a com
parison is periodically effected between the actual depreciation
charges D'r and the ones that would be furnished by the relation
(without any adjustments)

D"r = XY'r-O'r-Ir

(8)

D"r—D'r >
< 0, according to whether the relative operating costs
for a year have been lower or higher than indicated by the esti
mates. In accord with the foregoing explanations, what is now
designated by D"r contains, besides the proper amount of depre
ciation, the excess of or saving in operating costs with respect to
the estimated averages of a period. These excesses or savings,
respectively, are in fact the equivalent of the difference D"T—D'r,
the entire life period viewed as a whole. These “overs” and
“unders” may be tabulated in account form, whereby an in
structive picture of the operating efficiency of a plant will be built
up and at the same time a general check on the cost of production
may be established.
As exemplification of the results from adjustments outlined,
let the previous problem be considered, modified so as to form
three distinctive cases:
(a) The individual years of service life show deviations in out
put and cost of operations from the adopted averages,
but the totals remain the same, including the life period n.

C=$10,000, i = 5%
Year

1

0......................................
Y.....................................

5000 4800 4400 4000
1500 1200
950
700

2

3

4

5

∑

3350
500

21550
4850

The table on page 115 contains the different values to be
considered.
The schedule shows marked variations of the unit cost for the
individual years with respect to the averages. From its inter
pretation it follows that the cost of production was relatively
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lowest (with a saving) the first year and greatest the fifth year
(with a loss). In regard to the latter period it should be noted
also, for the sake of comparison, that even by keeping depreciation
at zero, that year would have required an extra outlay of $249.05
in order to equalize the year’s unit cost with the average. If,
however, experience should show that the conditions as presented
in this illustration are the ones that should be taken as normal
and average, then a different average unit cost X would possibly
ensue and produce different normal depreciation burdens Dr.
D"r
D"t-D't
Dr
D'r
Year Formula (4)
(8)
Total
Per unit
(7)
of output
1................. 1929.90 2764.90 4144.85 1379.95 0.92
2................. 1926.40 2260.40 2512.38
251.98 0.21
3................. 1551.40 1551.40 1401.40
150.00 0.16
4................. 1719.40 1218.40
290.42
927.98 1.32
5.....................
972.90 304.90
249.05
553.95 2.77

8100.00

8100.00

1631.93
1631.93
(b) The variations are such that the estimated total of output
is reached before the beginning of the fifth year, the same
as the total costs.
2

Year

1

0............................
Y...........................

5500 5500
1500 1400

Dr
Year Formula (4)

1....................
2....................
3....................
4....................
5.................

1929.90
1926.40
1551.40
1719.40
972.90
8100.00

8100.00

5

3

4

5400
1100

5150 discarded 21550
850
4850

D'r
(7)

D"r
(8)

2764.90
2594.40
1801.90
938.80

3644.85
3098.36
1365.89
9.10

8100.00 8100.00
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D"r-D'r
Total
Per unit
of output
879.95 0.58
503.96 0.36
436.01 0.40
947.90 1.11
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The depreciation has been completed as soon as the normal total
output has been reached.
(c) Both the total of production and operating costs fall short
of the estimates by the end of the fifth year, the produc
tion relatively more than the costs.
n

1

2

3

4

5

∑

6

4000
1000

4000
900

4100
1000

4300
900

4200
700

20600
4500

4500
700

Year
0................ ....
Y................ ....

Dr

Year Formula (4)
1.
2.
3.
4.
5.
6.

.
.
.
.
.
.

.
.
.
.
.
.

..........
..........
..........
. ..........
. ..........
..........

D'r
(7)

D"t
(8)

1929.90
1926.40
1551.40
1719.40
972.90

1929.90
1759.40
1634.90
1552.40
638.90
584.50

1929.90
1383.41
2022.90
1276.41
186.93
.93

8100.00

8100.00

6800.48

D"r-D'r
Total Per unit
of output

375.99
388.00
275.99
451.97
583.57

0.42
0.39
0.31
0.64
0.83

Since the total output by the end of the fifth year is only 4,500
instead of the normal 4,850 units on which the calculation of the
unit cost X was based, there results a deficiency of accumulated
depreciation charges at that moment amounting to $584.50.
This sum must either be taken as a loss, if the asset is now dis
carded, or it may be worked off by continuing it in use the sixth
year, if the operating conditions and those of the equipment make
it advisable. In the present instance it would appear that either
the service unit did indeed not perform normally or that the
operating conditions were not average and normal, as in each year,
except the first and third, the unit cost turned out higher than,
standard, or the estimate as to what is normal was inaccurate.
Any departure from the adopted standards is naturally apt to
attract a vigilant management’s attention and to create a desire
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for information about the possible causes. This in turn may lead
to prompt relief of possibly unhealthy conditions, if the discrep
ancy was of an unfavorable nature, meaning higher production
costs; or to the adoption of improvements, if the deviation was in
a favorable sense, meaning lower production costs.
As earlier explained, the depreciation will be virtually com
pleted when the asset has served the total service that was origi
nally expected. If after that time it is still in a condition to be
operated at normal cost it is true that no further depreciation
charges on this asset are required; but the situation should not be
considered as though the unit of output could now be furnished
that much cheaper. Instead, the gains thereby made possible
should be husbanded to take care of losses caused by reverse situa
tions, i.e., premature abandonment of equipment, so that it would
appear logical to continue charging the operations with deprecia
tion and to collect the corresponding amounts in what might be
called a fund for contingencies. These latter charges are then
to be determined by means of formula (8), the expression for D"r.
Another point to be considered refers to the possibility that it
may often prove undesirable to attempt keeping the average unit
cost constant, particularly if a property has a long useful life,
making it reasonable to expect that the unit cost will increase
within that time because of higher rates for labor and materials.
Suppose, first, that the increase in unit cost is to be expressed
by additive constants to that of the first year, so that
X1 = X1,X2 = X1+d2

. Xr = X1 + dr

Hence

or, with reference to formula (4)
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The only difference between this value and that given by (5)
is in the addition of the term

∑ drYr in the numerator.

The determination of n to make X1 a minimum, and thus the
unit cost for the remaining years as small as possible with the
increases as assumed, follows exactly the same steps as those
earlier explained in detail.
Special cases may be construed by assuming some particular
relation among the d’s, for instance so that d3 = 2d2, d4 = 3d2, etc.
Next suppose that the yearly increase shall be expressed in
percentage of the unit cost of the first year, i.e.,

X^Xx, X2 = k2X1, X3 = k3X1, . . . Xr = krX1
and
Hence

Dr = X 1 k 1Yr — 0r—Ir

or, with reference to formula (4)

whence
1
where k1 = 1.
The application of this formula again follows the course pre
viously explained.
Obsolescence

Depreciation due to obsolescence is not operative in every
kind of business and, therefore, can often be disregarded. Where
it is operative, however, as specially in the manufacturing field, it
would appear logical and desirable to include it in the deprecia
tion charge. And this seems to be today’s trend. R. B. Kester
in Depreciation says that the practice has the unqualified approval
of many public boards and at least the silent approval of our
courts. It may take on such an importance in certain cases as
to affect decidedly the productive parity of the business. It is
known that some of the largest producers of electric light and
power have been forced in recent years to throw out an enormous
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amount of equipment on account of its obsolescence, and this in
some instances, it seems, directly because of rate regulations
which were based on production costs under the most approved
methods and otherwise would not have allowed the producers to
make a fair profit. If not enough has been provided in the past
for depreciation, the future will be burdened with that deficiency,
in addition to the new equipment, which in turn tends to impair
future competitive parity.
Obsolescence is clearly a function of time alone, independent of
wear and tear by use, intensity of service, etc. Assuming, for
instance, the obsolescence to grow in direct proportion with the
time, then, if the average loss from obsolescence in the first year
of service life of an asset is bC, where Cdesignates the cost new and
b a percentage, the loss from this source by the end of the second
year will amount to 2b C, by the end of the third year to 3bC, and
so on. The question may then be raised as to the influence which
charges to that extent on account of obsolescence would have
on the average unit cost of production, and this in two direc
tions :
(a) Would it cause the life period n to change when this is so
determined as to make X a minimum?
(b) In what general relation stands the increase of X to the
percentage b?
To answer the first question consider that equation (5), the
expression for the average unit cost X, would receive an additional
term of this form

whose numerator increases from year to year in equal amounts;
roughly, the same thing is also true of the denominator. Hence
the value of this term is approximately the same for all ordinary
values of n. This in turn means that the increase of the unit cost
remains more or less constant for each year and that consequently
the life term of the asset generally will not be influenced by includ
ing the factor of obsolescence in the calculations.
As to the second question, it follows from the foregoing that
the increase in unit cost corresponds approximately to the ratio of
the quantity bC to one year’s output, i.e.=
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The condition requisite for the two conclusions is, as indicated,
that depreciation due to obsolescence progresses evenly with the
time.
Once the increased average unit cost is established, the total
depreciation burden including that from obsolescence, allottable
to each year, is again obtained by means of the general relation

Dr = XYr-Or-Ir.
To illustrate the point let b = 5% for the problem previously
used, with C=$10,000, so that bC=$500, n = 5 and all those other
34400
constants which gave a value of X = ——— = 6.429906.
5450

By the inclusion of the factor of obsolescence as indicated, this
value now turns out as
34400+5X500
5350

36900
= 6.897383,
5350

giving for

D1= 6.897383X1000-4000-500
=
D2 = 6.897383X1000-4100-500+ 96.50=
D3 = 6.897383 X 950-4250-500+193.00=
D4 = 6.897383X1000-4500-500+289.50=
D5 = 6.897383 X 900-4700-500+386.00=
Total
Less wearing value

Values
without
obsolescence
2397.38
1929.90
2393.87
1926.40
1995.50 1551.40
2186.88 1719.40
1393.63
972.90

10367.26
8100.00

8100.00

2267.26

If no obsolescence became operative during the life period of the
property, the accumulated depreciation charges would naturally
show an excess over the wearing value, equal to the difference be
tween the ordinary unit cost and the one with obsolescence in
cluded, multiplied by the total output, in the case under consid
eration, 0.467477X4850 = 2267.26. This excess would logically
also pass into the fund for contingencies mentioned before, so that
means will be provided for meeting losses from obsolescence when
they do occur.
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Other Methods

of

Depreciation

As stated in an earlier paragraph, the unit-cost method of
depreciation has not acquired so far a prominent position in
practice, which is equivalent to saying that other methods are
ordinarily used to calculate the amount of depreciation chargeable
to each year. However, considering as one of the first principles
of any theory of depreciation the one underlying the unit-cost
method, namely that the depreciation should be so distributed
over the life of an asset as to make the unit cost of output the
same for each year under average, normal conditions, then it
appears proper, in view of the closeness with which the unit-cost
method as here presented fulfills that requirement, to use it as a
basis for comparison with other methods.
The straight-line method requires that an equal amount be
charged off to depreciation each year, so that, if the same symbols
as before are made use of,
D1=D2= . . . Dn=C-S/n
(13)

Its simplicity is its main advantage. It does not take into ac
count the periodical output nor any factor with a bearing on
operating costs. It may prove somewhat more useful for non
manufacturing enterprises than for factories. One of its chief
disadvantages, common to most depreciation methods except the
unit-cost method, would appear to reside in its rigidity, not allow
ing for any variations in a year’s working totals, except by special
adjustments. It will seldom, and then only by pure chance,
strictly meet the requirements of the above principle.
A comparison with the results furnished by the unit-cost
method for the problem described before is given below.

D3 =

Straight-line
method
(a)
1620.00
1620.00
1620.00
1620.00
1620.00

Unit-cost
method
(b)
1929.90
1926.40
1551.40
1719.40
972.90

8100.00

8100.00
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Difference
a—b
309.90
306.40
68.60
99.40
647.10

715.70
715.70

%of b
16.0
15.9
4.4
5.8
66.6
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The comparison reveals that three years are underburdened
and that it is to a large extent the last year which makes up for
the deficiency of the three years’ charges by a corresponding
overburdening.
The reducing-balance method uses a fixed percentage like the
straight-line method, but instead of relating to the original
amount of total wearing value, the rate is applied to the successive
book values.
If X denotes the unknown rate, then C will evidently reduce to
C— Cx=C(1 — x) by the end of the first year, to C(l— x) —
C(1 — x)x = C(1 —x)2 by the end of the second year, and so on, and
by the end of the rth year to C(l—x)r. At the end of the useful
life there must accordingly be written off C(l— x)n = S, the scrap
value, whence

It is obvious that with C and n given the value of x depends
solely upon the scrap value S. This circumstance exposes the
plan to the objection that the percentage to be used depends too
much upon the otherwise trivial choice of a scrap value; the larger
this value, the smaller will be the percentage x. However, the
general course of the method’s results, namely that the burden of
depreciation is made heavier for the earlier years than for the
later years, is not affected thereby. This would seem to harmo
nize with the trend of things in general than the reverse course.
An article usually loses with age some of its efficiency, thus entail
ing increased operating expenses. Hence higher charges for the
beginning than for the end periods are necessary in order to
equalize production costs. If this were not so, an asset could be
indefinitely continued in service, being merely subject to depre
ciation due to obsolescence. Whether or not the reducing-bal
ance method will therefore work in closer agreement with the unit
cost principle is a question that can not definitely be answered—
not only are the annual charges dependent on the value obtained
for x in each individual case, but they also follow a rigid course,
independent of actual operating results. The yearly deviations
in certain cases may be as large as under the straight-line method.
In order to eliminate the element of arbitrariness introduced
with the selection of the scrap value S in determining x, use is
sometimes made of a substitute of the reducing-balance method,
which carries out the same general principle of greater deprecia122
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tion for the earlier years with a gradual decrease during the later
periods. A continual reducing fraction is determined which
has as its denominator the sum of the figures of the asset’s life

, and as numerator for the first year n, the second year n — 1,
etc., so that

Table of comparison on the basis of the same problem as before,
= 28.26% for the reducing-balance method,

= 540 for the substitute method

D1=1000X28.26
D1 =
5 X540
D2=7174X28.26
D2 =
4 X540
D3=5146.63X28.26
D, =
3 X540
D4=3962.20X28.26
D4 =
2 X540
D5 =2648.79X28.26
D5 =
1 X540

Red.-bal. Substitute Unit-cost
method
method
method
(a)
(b)
(c)
=2826.00
1929.90
2700.00
= 2027.37
1926.40
2160.00
= 1454.43
1551.40
1620.00
=1043.41
1719.40
1080.00
= 748.79*
972.90
540.00

8100.00

8100.00

8100.00

Difference

a—c
896.10

% of c
46.4

100.97

5.2

96.97

6.2

675.99

39.3

224.11

23.0

997.07
997:07

b—c

% of c

770.10

39.8

233.60

12.1

68.60

4.4

639.40

37.2

432.90

44.5

1072.30
1072.30

The deviations are quite pronounced, too.
The sinking-fund method requires that the annual depreciation
be made equal to an annuity which will accumulate by the end
of the life period of the article, at a given rate of compound inter
est, to the total wearing value. A year’s burden is therefore com-

posed of two parts: the uniform contribution C-S/Sn, and the inter-

est on the accumulated amount as of the beginning of the year.
Hence, as this interest accretion becomes more important from
year to year, because of the gradual increase of the accumulated
amount, the method provides the smallest burden for the first
* Increased by 24 cents.
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and the largest for the last year, the opposite of the results under
the reducing-balance method. The charge for the rth year is
expressed by

Table of comparison, based on the problem used before:

D1 =
D2 = 1465.90X1.05 =
D3 = 1539.19X1.05 =
D4=1616.15X1.05 =
D5 = 1696.96X1.05 =

Sinking-fund Unit-cost
method
method
(a)
(b)
1465.90
1929.90
1926.40
1539.19
1551.40
1616.15
1719.40
1696.96
972.90
1781.80

8100.00

8100.00

Difference
a — b % of b
464.00 24.0
387.21 20.1
64.75
4.1
22.44
1.3
808.90 86.2

873.65
873.65

The results obtainable under this plan seem to be even more at
variance, in general, with those of the unit-cost method than the
values furnished by the other methods described. Utmost dis
cretion should be exercised in its application.
Results of the same general trend are secured under the annuity
method, often also called compound-interest method, although
the sinking-fund plan as well contains the operation of compound
interest as an element. A comparison with unit-cost values
would not disclose any new points.
The production method would seem to come nearer the unit-cost
principle than any of the other methods. The two should not be
confounded, however; there is a distinct difference between them,
at least so far as the unit-cost method defined in this paper is con
cerned. Under the production method the life of the asset is
estimated in terms of production units instead of years or months,
and depreciation is written off in proportion to the output. A
depreciation charge per unit is determined by dividing the
amount to be written off by the number of units of output that
the asset is expected to turn out. This unit charge is then multi- ,
plied by the number of units produced in a given period, to ascer-'
tain the corresponding depreciation charge, which for the rth year
is given by
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The plan provides flexibility with regard to output; it does not
however consider at all the operating costs which do not remain
constant but usually increase with the age of an asset, as already
pointed out. Herein lies the fundamental and possibly important
difference from the unit-cost method. Overcharging or under
charging of an accounting period may as well occur under this
plan, although probably to a somewhat less extent, as under any
of the other methods mentioned.
Table of comparison on the basis of the same problem as before:

Dr = 1.6701X1000=
D2= 1.6701X1000=
D3 = 1.6701X 950=
D4=1.6701X1000=
D5 = 1.6701X 900=

Production Unit-cost
cost method method
(b)
(a)
1670.10
1929.90
1670.10
1926.40
1551.40
1586.60
1670.10
1719.40
972.90
1503.10
8100.00

8100.00

Difference
a—b
%ofb
259.80
13.5
256.30
13.3
35.20
2.2
49.30
2.8
530.20
54.5
565.40
565.40

For the purpose in view this list of methods of depreciation,
or plans of spreading the total amount to be written off over the
useful life of a depreciating asset, will probably suffice. In con
clusion it may be stated that only the unit-cost method properly
takes into account a varying intensity of service, both with regard
to quantity of production and operating expenses. Doing this
means that there will be no overburdening or underburdening of
the individual accounting periods, as under other depreciation
plans which is not even apparent in the majority of cases. By
means of the unit-cost method greater financial stability of a
company may be assured.
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Some Phases of Amusement-park Accounting
By G. C. Hurdman

The peculiar problem of amusement-park accounting is the
economical protection of receipts representing hundreds of thou
sands of nickels and dimes contributed by patrons. The solution
of this and related problems, as developed in one of the outstand
ing amusement parks, has been under my observation since the
inception of the project. I believe there is much of interest to
other accountants in the manner in which the difficulties of the
situation have been met.
The applicability of any specific method to a specific operation
is dependent on the revenue plan of that operation. Amusement
parks may be classified in two ways with respect to their revenue
plans:
(a) High gate admission with few or no charges for individual
attractions; moderate gate with moderate charges for
attractions; or free gate with higher charges for use of
devices.
(b) The park and all its devices and attractions managementowned and operated; or some attractions on a flat rental
basis and others operated on a percentage concession
basis.
If only one alternative of each of the above classifications were
presented in a given case, amusement-park accounting could be
reduced to its simplest form. However, in the case in which I
have been interested the organization and methods possessed
complex classifications in both respects and each added to the
difficulties of economical control of revenue.
The amusement park under review operates with free gate;
scrip tickets are sold and accepted for all park-operated attrac
tions and, in some instances, are accepted by concessionaires, and
the management, flat rental and percentage concession bases of
operation are in use.
In order that the conditions in the amusement park whose
methods are being described may be more clearly illustrated it
may be of advantage to undertake an imaginary tour of the resort
and comment on the accounting processes applicable to the de
vices and operations which are met.
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When the park is reached by car the patron is directed to the
motor-parking space. There is a small gate house at each gate
facing the approaching cars in which an employee, with fountain
pen and register, notes the licence number on a ticket, passing it
to a cashier who collects the fee, delivers the ticket, and indicates
the parking location. The register tickets are serial-numbered,
thus providing a simple method of checking revenue.
Approaching the park proper the bus-parking terminal is passed.
The terminal is leased to individual transportation companies on a
season flat rental basis.
At the entrance to the esplanade is a ticket booth at which scrip
tickets may be purchased. The cashier on beginning duty is
supplied with $25 in cash and a separate magazine containing
various types of tickets. The tickets issued to her are controlled
by the ticket auditor by magazines and by serial numbers of
tickets. At the close of the cashier’s period of duty unsold
tickets are checked by the ticket auditor and a report is made to
the general auditor of the amount of cash which should be turned
in. When the cash is turned in to the chief cashier a report is
made by the latter to the general auditor of the amount turned in.
If the two reports do not coincide the differences are immediately
investigated. The ticket-booth cashier does not know the tickets
with which she has been charged nor the amount of cash which
she should turn in.
Proceeding from the ticket booth down the esplanade the first
attraction met is park operated. Only tickets are accepted. No
special rates are offered for children, though in other parts of the
park special consideration is given them with corresponding ad
vantages in rates. In entering the attraction we are obliged to
pass through a registering turnstile. Tickets are deposited in a
locked box, which was empty at the opening of the park for the
day. At that time the turnstile reading was taken by the ticket
auditor. At the close of business each night, tickets are collected
and a closing reading is taken from the turnstile.
The number of tickets required for entrance varies with the
type of attraction and varies on Saturdays, Sundays and holidays
in comparison with week days. It is, therefore, necessary to
take cognizance of this fact in checking the income of each at
traction. The tickets removed each night are counted by
machine, and the count is divided by the number of tickets required
for admission. This permits verification with the admissions
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indicated by comparison of the opening and closing turnstile
readings. After satisfactory proof the used tickets are mutilated.
If a repeat ride on devices is desired, the patron retains his seat
and a guard collects the necessary additional tickets. No con
cession is made for a repeat ride. When the tickets are presented
the guard punches them with a registering punch and deposits
them in a pouch. The pouch is under the control of the ticket
auditor and opening and closing daily readings permit the
same control of tickets as is provided by the turnstile for gate
admissions.
The patron upon leaving the device described may wish to
patronize a refreshment booth. This concession is operated on a
flat-rental basis. The cashier at this booth will accept nothing
but cash in payment for the food purchased. The principal
problem of the park management in this attraction is the collec
tion of rental when due in accordance with the terms of the lease.
There are also monthly billings for gas, water, electricity and
other services supplied.
After leaving the refreshment booth we come to the shooting
gallery. This is owned and operated by the park. The patron
may pay either in cash or tickets. Control of revenue from this
attraction is maintained by a careful accounting for cartridges
consumed and by deducing from such information the theoretical
revenue of the gallery. It is interesting to note that actual
revenue invariably exceeds the theoretical amount. Experience
has shown that jamming of guns, natural fear of firearms and other
personal reactions of the patrons all work in favor of the manage
ment. From experience over a considerable period it is possible
to develop a percentage factor which may be applied to the theo
retical income for the purpose of gauging the actual income.
Beyond the shooting gallery we reach a booth in which various
devices are operated under percentage concessions. Each device
is equipped with a registering meter which is read morning and
night by the ticket auditor. Daily collections are made by the
cashier and the amounts collected must agree with the revenue
as determined by the ticket auditor’s calculations.
Further down the esplanade there is a shop in which is sold a
variety of articles. It also is operated as a percentage concession.
The management of the park controls the revenues through the
fact that the cashier is chosen by and is responsible to the park
management, although paid by the concessionaire. Daily read
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ing of the cash register permits the checking of cash receipts.
At the end of each week a statement is furnished to the conces
sionaire showing gross revenue, percentage due to the park, bal
ance due to the concessionaire and deductions for salaries, electric
current and other items chargeable against the balance.
The imaginary visit to the attractions around the esplanade,
which has been outlined above, gives some idea of the methods
of control employed to protect the revenue of the park. Each case
cited would be duplicated many times were all the devices and
attractions in the park described.
If our tour were extended to the boardwalk we would reach
the bathing beach and bath houses. At the edge of the boardwalk
there would be found a ticket booth and turnstile for the use of
persons desiring to go on the beach without using bath-house
facilities. Some visitors come to the park in bathing suits and
others merely use the beach as a place for relaxation. Further
along is the main entrance to the bath houses. Four cash regis
ters are placed there, on which are marked up the sales of admis
sions, towels, bathing suits and other articles desired by the
patrons. A cash-register ticket is given to the patron passing
through the turnstile. The service counters are then visited and
the articles paid for are obtained there. It is the duty of watchers
to see that tickets are properly punched at each counter and that
no departure from the operating routine is made.
The general auditor’s office of the park presents a striking
contrast to the atmosphere prevailing beyond its limits. Here a
practical businesslike procedure is followed with none of the
glamor or holiday spirit found outside. In the spring, before the
season of the park begins, much time and labor must be employed
in preparing for the business ahead. The general and ticket
auditors must forecast the year’s ticket requirements, after giving
consideration to those carried over from the previous season.
When the tickets and invoices are received “collection expense—
tickets ” is charged. This is done in order that all clues to ticket
revenue may be concentrated in one account rather than for the
mere purpose of segregating cost of tickets. It is to be noted that
the cost of tickets is less than one per cent of the revenue derived
each year from their sales.
Extreme care is exercised in the instruction to the ticket com
panies with respect to the numbering and packing of tickets and
case markings. Upon receipt, the tickets are placed in the ticket
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stockroom to which only the general auditor and ticket auditor
have access. Each day the ticket auditor fills the cashier’s
magazines and entries are made under various series in the ticket
register showing the limit numbers of tickets issued from stock.
The ticket register is a perpetual inventory of ticket stock.
On each page is provided a description of the ticket, its color,
whether scrip or in books (the number to each book), sales price,
date purchased, from whom purchased, opening and closing
number of series and other pertinent information. Entries in the
register are dated and show the opening and closing numbers of
block tickets withdrawn. Each entry is supported by properly
signed and approved vouchers by the ticket auditor. His subsidi
ary control book may be used to trace the disposition of each
ticket obtained by him from stock. The ticket auditor is charged
with the responsibility for every ticket placed in stock. If tickets
become obsolete, as is inevitable at times, he is not relieved of
responsibility, until such tickets have been mutilated and de
stroyed under the supervision of the independent auditor and until
a detailed certificate of that fact has been filed with the general
auditor of the park.
The ticket auditor’s subsidiary control book, containing a page
for each magazine, coin register and other device, shows the actual
number issued by him each day. The same magazines and regis
tering punches are assigned to the same employees and devices
each day. Turnstiles, cash registers and coin registering devices
are almost permanently located.
At the close of business each night magazines and punches
are turned in to the ticket auditor. Locked ticket boxes at all
devices and attractions are collected and all turnstile, cash and
coin registers and other recording devices are read. The ticket
auditor prepares a memorandum for each ticket cashier or revenue
point showing the theoretical day’s receipts. Entries in the
patronage record are made on the basis of turnstile readings and
are constantly checked by actual count of tickets collected by use
of a counting machine. This record is the only basis for appor
tioning revenue among attractions where tickets are accepted for
admission.
The patronage record has a page devoted to each turnstile,
registering punch, cash register or other accounting device. At
the head of the page the name of the attraction and turnstile
number are shown and a notation is made of the number of tickets
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required for admission on week days and on Saturdays, Sundays
and holidays. Columns in the book are headed “date, closing
reading, difference, number of tickets, daily readings (in dollars)
and weekly readings.”
Let us assume that the park opened on Saturday, April 15th.
That date will be entered in red in the date column at the bottom
of the page provided for the particular device or turnstile and in
the closing reading column “-o-” will be shown. The same
day again in red will be entered on the next line above and the
closing reading on the night of April 15th will be shown. At the
close of business April 16th—this day will also be entered in red—
the closing reading for the turnstile at that time will be entered on
the third line from the bottom of the page. This process is re
peated daily for each attraction and each turnstile in the manner
described, except that for days other than Saturdays, Sundays and
holidays the dates will be entered in black instead of red.
The use of red and black dates serves a definite purpose in the
accounting plan. It brings to attention the days on which in
creased numbers of scrip tickets are required. As an example,
for certain attractions three scrip tickets will be required on week
days and five on Saturdays, Sundays and holidays. The use of
red and black on the record simplifies its use and assists in prevent
ing errors in the conversion of turnstile readings to revenue.
The reason for starting the patronage record at the bottom in
stead of the top of the page is because it is easier to subtract when
the lesser number is in the conventionally lower position.
Experience has shown that the average revenue derived from
ticket sales is 4.753 cents a ticket. The odd amount is due to the
fact that twenty-one tickets are issued in the $1.00 books and one
hundred and ten in the $5.00 books. By use of the average
mentioned above, it is a simple matter to convert patronage into
receipts and to credit the revenue accounts of ticket-admission
attractions, at the same time making contra entry to “tickets
redeemed.” A strict accounting is required with regard to every
ticket purchased. Periodical inventories of unused tickets and
cartridges are taken by independent auditors. Tickets used for
charity or advertising must be approved by the chief executive
and are recorded as tickets sold, with appropriate contra entries
to the proper expense accounts. The general auditor’s and
ticket auditor’s departments make constant test checks to assure
the efficacy of control which the system is designed to afford.
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Many interesting means are employed for this purpose; cartridges
used by the shooting gallery bear a distinguishing mark not used
on any others manufactured. It is assumed that this precaution
is unknown to the manager or attendants at the gallery.
At the peak of the season an independent auditor, supplied
with a ground plan of the park, makes a series of trips around the
park and observes and notes each stall, booth, taxi and bus stand
or other source of revenue. The information so obtained is used
after the close of the season in auditing the revenue from all
sources. It operates to prevent individual employees of the park
from granting privileges for which the park receives no revenue.
Gas, electricity and water are purchased at wholesale by the
park and are metered to the concessionaires at retail rates.
As the management believes that it receives a fair return from
flat rentals and percentage concessions, it is not its policy to ap
portion any part of booking, publicity or free attraction expense
against concessionaires, though such charges are made in many
other parks.
Expense accounts for amusement parks do not differ materially
from those met with in commercial practice. In the park to which
I have referred attractions are grouped into twelve departments;
control accounts are established for total expenses of each de
partment. A list of some of these departments follows:
Auto parking, which is self-explanatory.
Bathing accommodations, which include bath houses, beach
and pool.
Devices, which include all management-owned and operated
devices.
Flat rentals, which embrace all attractions from which the
management receives only a rental—such as bus parking,
novelty shops, refreshment counters, game stands and some
more substantial attractions.
Percentage concessions, which include shops, stands or devices
from which the management derives a fixed percentage of
gross revenue.
Galleries and games, management operated, which include
shooting galleries, skee-ball alleys, shuffle-board courts, mini
ature golf course, golf driving range and others.
Public conveniences, which include pay toilets, parcel check
ing, public telephones and umbrella, chair and carriage
rentals.
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Sales department, which embraces all activities where mer
chandise is bought for sale, such as bathing supplies, gasoline
and oil, post cards, combs and sanitary supplies and em
ployees’ uniforms.
Vending department, which includes all machines placed in the
park by outside parties who stock the machines and to whom
a portion of gross receipts is paid.
The overhead expenses are divided into controlling accounts,
one of which is designated “administrative and executive ex
penses” and is supported by special accounts covering auditing
department, chief cashier’s department, food and water inspec
tion, superintendent’s office, storeroom, police, office supplies,
traveling, donations and others.
The variety of maintenance and operating materials and sup
plies with which a park must deal makes it essential that a com
prehensive stores-accounting system be operated in conjunction
with a well controlled and managed stockroom. The public is
fickle and it behooves the management to be in a position to accept
its patronage when proffered. To this end many extraordinary
repair parts and operating supplies must be carried in stock in
order that repairs, when necessary, may be expeditiously effected.
Stores accounting may be elaborated to any of the degrees found
in any other business. In the park which I am discussing, physi
cal inventories are kept under lock and key in charge of stock
clerks. Perpetual inventory records are maintained in the general
auditor’s office. All issues require properly approved requisitions
showing complete detail of the materials or supplies required, the
location where they are to be used and the department, division and
subaccount chargeable. Items returned to stock are recorded on
storeroom credit tickets. Weekly summaries of storeroom requisi
tions and storeroom credits are compiled and the necessary entries
relieving material and supplies account and charging the appro
priate operating and maintenance accounts are made therefrom.
Advertising expenses are subdivided into office expense, car
cards, billboards and posters, newspapers and periodicals, tire
covers, pageants, fireworks and other free attractions. Booking
expenses represent direct sales effort as opposed to advertising,
which is general. This control is subdivided to show office
expense, mileage and travel, entertainment and others. Collec
tion expense includes cost of tickets used, and ticket cashiers’
salaries and expenses.
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General park operating and maintenance expense includes the
costs for automobiles and trucks, boardwalk, gardens and plant
ing, pavements and roads, dock and pier, fire protection, weather
and time recording and other non-revenue producing divisions of
the park properties. Public-service expense covers general
charges for electricity, electrical equipment maintenance, fuel
oil, gas, pipe-line maintenance, sewer service, water and others.
When possible these expenses are apportioned against operating
departments on a meter basis, but, in some instances, the basis is
established after consultation with the chief engineer or general
superintendent. A comprehensive cost analysis and time study
has proved its value in determining the method of apportionment.
Ticket-sales account has been found a practical help in con
trolling a group of related accounts. That account is credited
with gross sales prices of all tickets sold. The source of entry is
usually the cash-receipts record. Appropriate subsidiary ac
counts show the proportionate revenues from each class of tickets.
These embrace $1.00 books, $5.00 books, 5-cent scrip, 84-cent
books for charitable bodies, excursion books, staff tickets and
others. The control account is charged and appropriate subsid
iary accounts show the value of tickets redeemed and refunds
to concessionaires for tickets accepted by them.
Experience has established a fair factor for unredeemed tickets.
The reserve is carefully scrutinized. A check in the normal
growth of the reserve, computed at the established rate, would
give warning against the possible diversion and misuse of used
tickets and might even suggest the use of counterfeits.
It has been found from experience that for subsidiary accounts,
both of operating and overhead departments, a ledger sheet with
date, explanation and posting reference, a total debit column and
ten analysis columns to the right is quite satisfactory. When
occasional credits are necessary, red ink is used. The subsidiary
columns are appropriately headed to suit the individual account.
They usually include operating labor and supplies and expense,
maintenance labor and supplies and expense, insurance, deprecia
tion, light and power and such others as are desired. Mainte
nance, while continuous, is found heaviest when the park is not
operating, that is, from about October 15th to April 15th.
Owing to the character of the amusement industry, it is some
times found necessary to charge off, in one year, items which
would ordinarily be given a life of longer term. The expense
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accounts of the various devices are so kept that such items may be
readily identified. It has been found that this industry is very
sensitive to changing public fancies and accounting practice recog
nizes this situation. A stock of bathing suits may be purchased
in one year for the bath houses which, in ordinary circumstances,
would be allowed a life of two or three years. Experience teaches,
however, that changing styles in bathing costumes, the ravages of
salt water and moths and other factors, make it advisable to
charge off the whole item to expense in the year acquired. It is
not contended that there will be no residual value in the suits for
succeeding years. There is a strong possibility, however, that,
for the reasons cited above, there may not be and, while the item
represents a relatively heavy expense for one year, it is preferable
to make the charge-off and to show the accounts in sufficient detail
to explain the item which would otherwise appear extraordinary.
The same reasoning applies in the case of major repairs to devices,
flat-rental items and, in fact, to all portions of the plant in which
obsolescence, rather than depreciation, may prove to be the
governing factor.
The accounting burden in a large park is most onerous and un
necessary refinements are inadvisable during the operating season.
It might, for example, be desirable to apportion the cost of
tickets used on a patronage or other basis against the devices
at which they are collected. Likewise, there is considerable value
in reapportioning all or some portion of the overhead departmental
expenses over the operating departments, but it has proved desir
able to defer any such distribution until preclosing adjustments
are made at the end of the year.
Depreciation is usually computed at a rate of 20 per cent per
annum. Amusement structures are of a light summer con
struction, frequently of wood supplemented with fibre board
Obsolescence, of course, is at a high rate and is recognized in th
depreciation rate.
The amusement park industry is essentially one wherein weekly
statements for at least some portions of the accounts are desirable.
It is general practice to close the week on Sunday night. The
amount of detail required on the weekly statement varies, of
course, with the requirements of the managing executives. The
accounting routine and records should be arranged to permit of
the preparation of weekly statements and it will be found that
monthly statements lose the significance ordinarily attached to
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them in other industries. Statements ordinarily show compara
tive results for the week and the year to date against the corre
sponding periods for one or more prior years.
Percentages and ratios are most illuminating. Department
heads work on budgets which allow them a rate for each class of
expense to each dollar of gross revenue produced. Parks having
a gate admission may compute the amount spent per patron
in the whole park and in each of the separate departments
and subdivisions. All these suggestions will be found to assist
materially in the formulation of operating, advertising and new
construction policies and in the general management of the park.
Account books in ordinary use will be found to vary little from
those used in comparable circumstances in other kinds of business.
The general ledger will, of course, contain accounts for the current
and fixed assets. Accounts receivable will ordinarily be few in
number and will generally arise as the result of cross charges to
concessionaires for electric current, salaries and other services.
There will, of course, be charges to concessionaires for their flat
rentals, which will be made in accordance with the terms of their
respective leases. It is the custom to require advance deposits
from these concessionaires at the time the leases are signed, and it
will usually be found that the leases stipulate that the full season’s
rent be paid to the park considerably in advance of the close of the
park season. Few short term liabilities will be reflected on the
general ledger throughout the operating season. Weekly closings
of the books tend to keep the records on a basis adhering as closely
to that of cash receipts and disbursements as is possible. At the
end of the fiscal period, of course, necessary accruals, both receiv
able and payable, may be placed on the books by journal entry.
Ordinarily, only the departmental revenue and expense-control
accounts will be shown on the general ledger. It will probably
be found that the number of operating subsidiary accounts is
sufficient to warrant the use of a subsidiary ledger.
The cash-receipt book entries will be made daily, in more or less
summary form, depending upon the volume handled. Remit
tances from concessionaires, proceeds of miscellaneous sales and
other sundry receipts will, of course, be recorded in detail.
The cash-disbursement record provides for departmental
distribution of expenses and also carries a sundry column for gen
eral ledger items. The auditor’s bill register may provide columns
for necessary distribution to income-control accounts and, in
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addition, columns for the date paid, together with a posting record.
It will not usually be found necessary to keep an accounts-receivable ledger, since most of the bills are settled promptly by virtue
of deductions made by the park out of gross revenues collected at
concessions before remitting the balances to the concessionaires.
Many other subsidiary records of relative unimportance will
be found, but they are not considered worthy of more than passing
mention at this time. These include the meter-reading book
which serves as the basis for auditor’s bills against concessionaires.
Records must be kept to show the liability to employees and others
for deposits on uniforms, badges, automobile plates and other
similar items.
Our visit to the park is over. We make our way to the parking
space, fumbling meanwhile through our pockets to find the elusive
ticket. There are five thousand cars there at the moment.
Possibly, ten thousand will have rested there temporarily before
the last light goes out tonight. As we reach the exit gate, we
note that the car ahead of us is held up. Being naturally curious,
we inquire and are informed that the owner was an “ early bird.”
Further inquiry reveals that this patron reached the park before
the parking space attendants were on duty at 7:00 A. M. Of
course, he did not have a parking ticket similar to ours, but he
pays just the same, only at the time of exit instead of entry.
It has become evident to us that the nickels and dimes can be
controlled in an efficient and relatively economical manner.
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AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these solutions appear in The Journal of Account
ancy should not cause the reader to assume that they are the official solutions

of the board of examiners. They represent merely the opinion of the editor of
the Students' Department.}
Examination in Accounting Theory and Practice—Part I

May 14, 1931, 1:30 P. M. to 6:30 P. M.
No. 3 (12 points):
The C Fruit-Growers’ Association purchased equipment for which $12,000
was paid in cash on January 1, 1927, and four notes were also given, as of this
date, each in amount $12,000 and payable January 1, 1928, 1929, 1930 and 1931
respectively.
The face value of each note included principal and interest (not compounded)
at the rate of 7 per cent per annum.
At December 31, 1930, all the notes, except that due January 1, 1931, had
been paid as they fell due, and the payments—together with the initial cash
payment—had been charged to the account “association equipment.”
An audit of the books of account and records being conducted as of December
31, 1930, it was decided to ascertain the actual net profit for each of the years
mentioned.
With this object in view, prepare whatever entries are necessary to adjust the
accounts in view of the conditions described.
Solution:

The bookkeeper erred in charging the amounts paid to “association-equip
ment” account inasmuch as the notes included both principal and interest.
The amount of the principal of the notes issued and the payment of $12,000
made on January 1, 1927, should be capitalized, and the interest paid and
accrued should be charged against operations. The amount of both principal
and interest in the four notes issued may be determined by the candidate as
follows:

The note due within a year, that is on January 1,1928, is made up of principal
of................................................................................... 100%
and interest on principal of.........................................
7
or an amount equal to.................................................

107% of the principal.

The amount of the note, $12,000, can now be divided into the principal and
interest elements:
Principal............................................................. 100% $11,214.95
Interest...............................................................
7
785.05
Totals..............................................................
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107%

$12,000.00

$60,000.00

D a te

T o ta ls .........................................................................................................................

1,
1,
1,
1,
1,

A m ount
$12,000.00
12,000.00
12,000.00
12,000.00
12,000.00

Ja n u a ry
Ja n u a ry
Ja n u a ry
Ja n u a ry
Ja n u a ry

1927 ..............................................................................................................
1928 ..............................................................................................................
1929 ...............................................................................................................
1930 ..............................................................................................................
1931 .............................................................................................................
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$53,033.62

P rincipal
$12,000.00
11,214.95
10,526.32
9,917.35
9,375.00

$2,087.31

736.84 $ 7 3 6 .8 4
694.21
694.22
656.25
6 5 6 .2 5

1928

694.22
656.25

$1,350.47

$

1929

1930

$656.25

$656.25

Periods chargeable w ith in te re st

$ 785.05

1927

$6,966.38 $2,872.35

1,473.68
2,082.65
2,625.00

$ 785.05

In te re st

T able show ing n o tes issued an d am o u n ts paid for eq u ip m en t an d in terest
P ay m en t
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The notes due on January 1, 1929, 1930, and 1931 contain principal elements
of 100 per cent, and interest elements of 14 per cent., 21 per cent, and 28 per
cent, thereon respectively. The method outlined above may be followed in
ascertaining the amounts of interest and principal in these notes.
The problem requires the candidate to prepare whatever entries are neces
sary to adjust the accounts. The notes had not been recorded, no interest had
been charged, and the payments made had been charged to “association
equipment” account. The adjusting journal entries follow:
(1)

Equipment.................................................................
Prepaid interest.........................................................
Notes payable........................................................
Association equipment (cash)...............................
To record the down payment of $12,000, and
the four notes of $12,000 each (due in one, two,
three and four years) issued to the X Company on
January 1, 1927.
(2)
Notes payable............................................................
Association equipment..........................................
To transfer payments of $12,000 each made on
January 1, 1928, 1929, and 1930 charged to asso
ciation-equipment account.

(3)
Surplus.......................................................................
Prepaid interest.....................................................
To charge surplus with the interest chargeable
to the following periods:
1927................................................ $2,872.35
1928................................................
2,087.31
1929...................................................
1,350.47

$53,033.62
6,966.38
$48,000.00
12,000.00

36,000.00
36,000.00

6,310.13
6,310.13

$6,310.13

(4)
Surplus (profit and loss)............................................
Prepaid interest.....................................................
To charge surplus (profit and loss) with the
interest for the year 1930 on the note of $12,000
due January, 1931.

656.25
656.25

As such information as the expected life, residual value, if any, and the
amount of the depreciation written off is not given in the problem, the candi
date can not prepare any necessary adjusting entries to charge depreciation
on the equipment to the operations of each of the years mentioned.

140

Students' Department
No. 4 (22 points):
Mr. Andrews, who is a client of yours and a stockholder of the B Company,
although not active in its management, presents to you the comparative state
ments and other data on the following pages. He advises that he has been a
stockholder of this company for several years and has received $1.00 per share in
dividends consistently.
The president of the company, who is “getting along in years,” has offered
to sell him a substantial block of stock at book value and has explained to Mr.
Andrews that the loss in 1930 was due to the general depression.
Your client asks you to make a detailed analysis of the statements and give
him your opinion as to whether or not it would be a good investment; further, to
advise him in detail of whatever may be reasonably interpreted from the state
ments as to the company’s financial condition, efficiency, management policies,
and prospects, together with suggestions as to what should be watched or
corrected, etc.
List the principal points that you would discuss in a letter to your client.
Regarding the co-insurance clause, show how much the company would
collect in cases of a fire loss of $100,000 and one of $600,000.
Note.—Although the company deals in stoves, assume that this fact makes
no difference as to what might be destroyed by fire.

B Company
Comparative balance-sheets
Assets
December 31
1930
1929
Cash.................................................... $ 40,000
$ 15,000
Notes receivable—customers’ coal
stoves and ranges...........................
17,500
2,000
Customers’ accounts—gas stoves and
ranges..............................................
65,000
45,000
Customers’ accounts—coal stoves and
ranges..............................................
140,000
115,000
Merchandise inventories—gas stoves
110,000
and ranges.......................................
145,000
Merchandise inventories—coal stoves
275,000
225,000
and ranges.......................................
Real estate, machinery and equip
ment: less, allowance for depreciation (a)............................................
Salesmen’s drawing accounts.............
Deferred expenses...............................

Increase
Decrease

$ 25,000
15,500

20,000
25,000
35,000

50,000

$ 647,500

$547,000

$100,500

375,000
15,000
5,000

325,000

2,000

50,000
15,000
3,000

$1,042,500

$874,000

$168,500

Liabilities

Notes payable—bank (secured, for
5,000
money borrowed)............................ $
Notes payable—bank (unsecured, for
300,000
money borrowed)............................
75,000
Accounts payable and accrued..........
Capital stock (par value $10)............
Surplus................................................

$
$100,000
50,000

5,000
200,000
25,000

$150,000
$230,000
$ 380,000
450,000
450,000
212,500 (b) 274,000 (b) 61,500

$1,042,500
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(a) Appraised sound values:
Land........................... $ 50,000
$ 50,000
Foundations.........................
10,000
10,000
Buildings, machinery and
equipment.....................
400,000
340,000
(b) Regular annual dividend of $45,000 paid during the year.
B Company
Statement of income and expense
1930
1927
1928
1929
Net sales—coal stoves and
ranges............................. $ 925,000 $ 900,000 $ 825,000 $ 675,000
Net sales—gas stoves and
725,000
600,000
ranges (a).......................
400,000
500,000
Cost of goods sold.................

$1,325,000 $1,400,000 $1,425,000 $1,400,000
875,000
960,000 1,025,000 1,026,500

Gross profit....................

$ 450,000 $ 440,000 $ 400,000 $ 373,500

Salesmen’s drawings, commis
sions and expense—coal
stoves and ranges...........
$ 92,000 $ 90,000 $ 85,000 $ 75,000
Salesmen’s (two) salaries and
expenses—gas stoves and
50,000
70,000
37,500
30,000
ranges.............................
20,000
20,000
20,000
20,000
President’s salary..................
Other expenses (including fed
225,000
225,000
225,000
225,000
eral income taxes)..........
$ 367,000 $ 372,500 $ 380,000 $ 390,000

Net profit (or loss)........

$

83,000 $

67,500 $

20,000 $

16,500

(a) Sold entirely to a utility company and to a mail-order house.
Note.—At December 31, 1930, the company carried blanket insurance
coverage on buildings and contents to the total amount of $500,000 with a 90
per cent, co-insurance clause.
Solution:

The following points should be discussed in the letter to Mr. Andrews relative
to his proposed additional investment in B Company.

Results from Operations
Although the total sales of the company increased approximately
1.75 per cent, during the four-year period ended December 31, 1930, the sales
of coal stoves and ranges decreased rather steadily from 69.81 per cent, to
48.21 per cent. Sales of gas stoves and ranges increased from 30.19 per cent,
to 51.79 per cent. The shift in sales from the coal stoves and ranges to gas
stoves and ranges in itself might not be considered objectionable if due only
to a change in customer demand, but inasmuch as the gas equipment is sold
to but two customers, the company might find itself in an embarrassing
situation should these two outlets be suddenly closed to its product.
Cost of sales. The cost of sales for the period increased from 66.04 per cent,
to 73.32 per cent, with a corresponding reduction in the gross profit rate from
33.96 per cent, to 26.68 per cent. From the information at hand, it is not
Sales.
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possible to determine whether the decrease in the rate of gross profit is due
to lower selling prices per unit, or higher costs of production. It would seem
reasonable to assume that the reduction in the rate was due largely to a lower
gross profit per unit on the gas equipment produced and sold. The resulting
reduction in the rate of 7.28 per cent, for the period represents a decrease in
gross profit of $101,920 (7.28 per cent, of $1,400,000) for the year 1930 alone.
Obviously, the management was unable to cope with the change in demand
from coal to gas heaters, and has not solved the problem of maintaining
profitable operations by selling its new product through the mail order house
and the utility.
Expenses. The total expenses show a net increase of $23,000. However,
the salesmen’s drawings, commissions, and expenses applicable to the sales of
gas equipment increased $40,000, while the same expenses chargeable to the
coal equipment decreased $17,000. The rate of salesmen’s expenses to sales
of the gas stoves and ranges increased from 7.5 per cent, to 9.65 per cent.
Profits. As a result of the decrease in gross profit and the increase in
expenses, the net profit before dividends, but after provision for income taxes
decreased from $83,000 or 6.26 per cent, of sales to a net loss of $16,500, or
1.18 per cent, of sales during the period.
Financial Condition
Working capital. During the year ended December 31, 1930, the working
capital of the company was reduced by $129,500 as follows:

Increase in fixed assets.......................................................
Loss for the year 1930........................................................
Dividends paid during 1930...............................................
Salesmen’s drawing accounts.............................................
Increase in deferred expenses.............................................

$ 50,000
16,500
45,000
15,000
3,000

Total................................................................................

$129,500

In addition to the decrease in the amount of the working capital during the
year, the working capital ratio also declined from $3.65 to $1.70 of current
assets to each dollar of current liabilities.
Receivables. Although the total sales decreased only 1.75 per cent., the
receivables increased 37.35 per cent, during the year. An analysis of the
accounts shows:
1930
1929
Coal stoves and ranges:
Sales............................................................................. $675,000 $825,000
Receivables......................................................................
157,500 117,000
Per cent, of sales uncollected.........................................
23.33% 14.18%
Days of sales uncollected..................................................
85
52
Gas stoves and ranges:
Sales............................................................................. $725,000 $600,000
Receivables..................................................................
65,000
45,000
Per cent, of sales uncollected......................................
8.97%
7.50%
Days of sales uncollected............................................
33
27
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The foregoing analysis indicates that collections have become considerably
slower during the year, particularly in the first group, or that doubtful or un
collectible accounts are being carried as collectible assets.
Inventories. The following analysis of the inventories shows that the stock
of coal stoves and ranges has increased 22.22 per cent, even though the sales
for the year declined 18.18 per cent. The management is subject to criticism
for permitting this inventory to increase in the face of the steadily declining
demand for the coal heaters. It is possible, also, that the increase may be due
to an accumulation of unsalable, or obsolete models, or to higher cost
valuations.
Per cent, of
increase or
decrease
1929
1930
Coal stoves and ranges:
Sales......................................... ......... $ 675,000 $ 825,000 18.18%
225,000 22.22
Inventories............................... ..........
275,000
Gas stoves and ranges:
600,000 20.83
725,000
Sales......................................... ..........
145,000 24.14
110,000
Inventories............................... .........
1,400,000 1,425,000 1.75
Total sales................................... .........
370,000 4.05
385,000
Total inventories......................... .........
Fixed assets. Apparently, additional facilities were needed to care for the
increased demand for gas stoves, for despite a more or less fixed volume of sales,
the management spent approximately $60,000 for buildings, machinery and
equipment during the year. With the falling off in the demand for coal stoves
and ranges, it seems reasonable to assume that the machinery, buildings and
equipment necessary to manufacture that product is becoming more inactive.
Liabilities. Because of the slowing up of collections, the increase in the
inventories and plant, and the payment of the dividends, the liabilities of the
company were increased by $230,000. It is doubtful in the circumstances
whether the banks will increase the line of credit, or renew the unsecured
notes.
Summary
The accountant should advise his client, Mr. Andrews, to forego any addi
tional investment in B Company for the present. He might suggest that a
survey of the consumer market be made to ascertain whether the management
should change its policy of selling through the mail order house and the utility,
or should seek additional outlets of the same kind. A study should be made of
the plant and of the selling organization in an effort to reduce production and
distribution costs. A careful inventory should be taken, and every effort should
be made to dispose of the stock of goods on hand. It would be well to enclose
with the letter exhibits similar to those following. The credit department
should stress the collection of outstanding accounts, particularly those now due,
rather than expend its time and effort on those accounts which are uncollectible.
An attempt should be made to obtain additional capital for a term of years by
mortgaging the plant, and dividend payments should be discontinued. In
surance equal to 90 per cent, of the insurable value of the buildings and
contents should be obtained immediately.
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92,000
30,000
20,000
225,000

Salesm en ’s draw ing account, com m issions an d expense s :
C oal stoves an d ra n g e s ............................................................................
G as stoves an d ra n g e s ..............................................................................
P re sid e n t ’s sa la ry ...........................................................................................
O th er expenses (including fed eral incom e ta x e s) ...............................
$

$

T o ta l expenses ............................................................................................

N e t p ro fit o r L o s s .....................................................................................
83,000

367,000

3 3 .9 6 %

$ 450,000

G ross p ro fit ...................................................................................................

6 .2 6 %

2 7 .7 0 %

1.51
16.98

6 .9 4 %
2 .2 7

$1,325,000 1 0 0 .0 0 %
875,000 6 6 .0 4

T o ta l n e t sa le s ........................................................................................
C ost of goods so ld ......................................................................................

$

$ 925,000 6 9 .8 1 %
400,000 3 0 .1 9

of sales

P e r cen t.

C oal stoves an d ra n g e s ............................................................................
G as sto v es a n d ra n g e s ..............................................................................

N e t sales:

A m ount

1927

of sales

P e r cent.

90,000
37,500
20,000
225,000

$ 67,500

$ 372,500

$

$ 440,000

A m ount

1929

5 7 .8 9 %
42.11

of sales

P e r cent.

4 .8 2 % $

2 6 .6 1 % $

20,000

380,000

85,000
50,000
20,000
225,000

$ 400,000

1 .4 0 %

2 6 .6 7 %

5 .9 7 %
3 .5 1
1 .4 0
15.79

2 8 .0 7 %

$1,425,000 1 0 0 .0 0 %
1,025,000 71.93

$ 825,000
600,000

6 .4 3 % $
2 .6 8
1 .4 3
16.07

3 1 .4 3 %

$1,400,000 100.00%
960,000 6 8 .5 7

$ 900,000
6 4 .2 9 %
500,000 35.71

A m ount

1928

C o m p arativ e sta te m e n t of profit an d loss w ith p ercen tag e an aly sis fo r th e fo u r y ears ended D ecem b er 31, 1930

B Company

4 8 .2 1 %
5 1 .7 9

of sales

P e r cen t.

75,000
70,000
20,000
225,000

$ 16,500

$ 390,000

$

$ 373,500

1 .1 8 %

2 7 .8 6 %

16.07

5 .3 6 %
5 .0 0
1.43

2 6 .6 8 %

$1,400,000 1 0 0 .0 0 %
1,026,500 73.32

$ 675,000
725,000

A m ount

1930

E xhibit A

Students' Department
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$385,000
$647,500

5,000
300,000

T o ta l in v e n to rie s ...............................................................................................................

T o tal c u rre n t a sse ts ..........................................................................................................

C u rre n t liabilities:
N o tes payable — b an k s:
S e c u re d .......................................................................................................................................
U n secu red ..................................................................................................................................

$305,000
75,000

$380,000
$267,500

$ 1 .7 0

T o ta l c u rre n t lia b ilitie s ...................................................................................................

N e t c u rre n t a sse ts ...........................................................................................................................

D ollars of c u rre n t assets p er dollar of c u rre n t lia b ilitie s ................................................

A ccounts payable an d a c c ru e d .............................................................................................

T o ta l .......................................................................................................................................

$

$275,000
110,000

In v en to ries:
C oal sto v es an d ra n g e s ........................................................................................................
G as sto v es an d ra n g e s ..........................................................................................................

4 2 .4 7 %

4 1 .3 1 %

5 8 .6 9 %

4 7 .1 1 %
11.58

.7 7 %
4 6 .3 4

100.00%

5 9 .4 6 %

16.99

$ 3 .6 5

$397,000

$150,000

$100,000
50,000

$100,000

$547,000

$370,000

$225,000
145,000

$162,000

$222,500

T o ta l receiv ab les ...........................................................................................................
3 4 .3 6 %

$117,000
45,000

2 4 .3 2 %
10.04

$157,500
65,000

G as sto v es an d ranges — a c c o u n ts ....................................................................................

T o ta l ..................................................................................................................................

$ 2,000
115,000

$ 15,000

2 .7 0 %
2 1 .6 2

6 .1 8 %

A m ount

$ 17,500
140,000

$ 40,000

P e r cen t.
of to ta l

N o te s .......................................................................................................................................
A c c o u n ts ...............................................................................................................................

R eceivables:
C oal sto v es an d ranges:

C u rre n t assets:
C a sh .................................................................................................................................................

A m ount

7 2 .5 8 %

2 7 .4 2 %

1 8 .2 8 %
9 .1 4

18.28%

1 0 0 .0 0 %

6 7 .6 4 %

4 1 .1 3 %
2 6 .5 1

2 9 .6 2 %

2 1 .3 9 %
8 .2 3

.3 7 %
2 1 .0 2

2 .7 4 %

P e r cent.
of to ta l

B Company
C o m p arativ e sta te m e n t of w orking cap ital D ecem ber 31, 1930, a n d 1929
D ecem ber 31, 1930
D ecem b er 31, 1929

40,500
20,000

15,500
25,000

5,000
200,000

$ 1 .9 5

$129,500

$230,000

$205,000
25,000

$

$100,500

$ 15,000

$ 50,000
35,000

$ 60,500

$

$

$ 25,000

A m ount

In

3 1 .2 7 %

3 1 .2 7 %

2 8 .8 3 %
2 .4 4

.77%
28.06

8 .1 8

1 .3 4 %
9 .5 2

4 .7 4 %

1.81

2 .9 3 %

.60

2 .3 3 %

3 .4 4 %

In
p e r cent.

Increase — D ecrease

E xhibit B
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Students' Department
Fire-Loss Comments
Under its policy contracts, the company should carry insurance in an amount
equal to 90 per cent, of the insurable value of its buildings and contents. The
insurable value at December 31, 1930, was

Buildings, machinery and equipment (sound value). ..
Inventories:
Coal stoves and ranges...............................................
Gas stoves and ranges.................................................

$400,000

$275,000
110,000
-----------

Total insurable value..............................................

385,000

$785,000

The amount of the insurance required under the 90 per cent,
co-insurance clause was, therefore, 90 per cent, of $785,000 or. ...
The amount of insurance carried by the company..........................

$706,500
500,000

Deficiency...........................................................................................

$206,500

The per cent, of loss insured by the insurance company
is 500,000 4- 706,500 or.................................................................. 70.77%
and the B Company is co-insurer to the extent of
206,5004-706,500 or......................................................................... 29.23%
B Company would collect from the insurance company,
(a) 70.77% of $100,000, or $70,771.41
(b) 70.77% of $600,000, or $424,628.45
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A SYSTEM OF ACCOUNTING PROCEDURE FOR LIVESTOCK
RANCHES, by Frederick W. Woodbridge. The University of Texas
Bulletin, No. 3040: October 22, 1930. 193 pages.
A System of Accounting Procedure for Livestock Ranches is intended to furnish
ranchmen and accountants with a detailed outline of a ranch-accounting
system and, apparently, to serve as a reference book for students. The mono
graph is complete and develops in a concise and clear-cut manner not only the
accounting procedure for livestock ranches but also the fundamental accounting
principles of any trading business. In fact, the monograph might have been
called “an outline of accounting principles with special reference to the live
stock industry.”
Professor Woodbridge discusses in detail many accounting principles and
necessarily has been limited in space to his discussion of the particular account
ing and tax problems of the livestock business.
The great accounting difficulty which every ranchman meets is to determine
correctly the cost of his product or products, and the trouble is usually a ques
tion of inventories. One form of inventorying livestock which has been ac
cepted by the bureau of internal revenue, at least in practice, is called the
“fixed price method” which has in many cases advantages greater than its
disadvantages. This method has been used with not unfavorable results
among the sheepmen in Wyoming. It is to be regretted that sufficient space
was not available for Professor Woodbridge to discuss in greater detail the
various methods of inventorying livestock with particular reference to article
106, regulations 74, of the revenue act of 1928.
Many forms are given in the monograph and are somewhat confusing to
follow because of the detail shown in the illustrations of the accounting records.
It is possible that the accounting system might have been presented somewhat
clearer if the forms had been in one section of the monograph and the principles
had been illustrated in the text by means of journal entries. The procedure
outlined is too complicated for the average rancher to follow, and the assistance
of an accountant or of a fairly competent bookkeeper would be necessary in
order for the system outlined to operate satisfactorily. A word of warning
might have been given to the rancher who has kept heretofore few and in
complete records. Sometimes a simple accounting system, although lacking
in much that is to be desired, is more satisfactory than a better system in theory
which is installed poorly and operated improperly.
Accountants who have had experience with the records of ranchers know
well the many difficulties which Professor Woodbridge encountered in writing
the monograph, and the careful and thorough presentation of the accounting
procedure should prove not only advantageous to ranchers but to accountants
as well. Certainly, if the system is followed conscientiously and with under- ,
standing there will be a great improvement in the accounting records of
ranchmen.
Leon E. Williams.
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BANKING RATIOS, by Horace Secrist and Keith Powlinson. Stanford
University Press, Stanford, California. 608 pages.
Here is a work that may well stand as a classic for monumental labor, for
comprehensiveness, for attempt to make statistics intelligible to the non
technical mind and for the attempt to give statistics direct application to
business problems. One can not help wondering how far it was wise to
attempt all these things at once. That, however, is not per se a ground of
criticism; for since the author and the publishers agreed on the matter, no
one else need be concerned.
The blurb begins: “This book is not meant to be read. It is a work to be
studied and consulted by the man responsible for day-to-day decisions in the
operation of an individual bank.” This puts the reader properly "on notice.”
He is to be given 223 tables and 119 charts (of which, wisely, 145 of the former
and 24 of the latter are placed in the appendix). These tables and charts show
in almost every conceivable way that the general conclusions indicated by
figures of broad scope are confirmed by other sets of figures taken from various
narrow fields. In other words, the author, cautious lest his figures may be
either too much generalized or too much particularized, has given not only
general figures, but group figures in mutual support. Most readers presumably
will care chiefly for the general conclusions that the figures bring out, but
officers of banks wishing to see figures relative to organizations similar to their
own will find here figures for so many types of banks that they can doubtless
find many of particular interest.
Not only has Dr. Secrist given a multitude of figures from which norms and
standards may be derived but, far more important, he has shown an amazing
array of statistics indicating what happens when standards are not attained
and when certain trends are at work. His statistics, that is to say, are not
merely static but also dynamic.
The figures are based primarily on the operations of four groups of banks,
not mutually exclusive: (1) national banks in sixty-four reserve cities; (2)
national banks in eight cities in the twelfth reserve district; (3) national banks
in three large cities of California; (4) all member banks in California. These
have been variously subdivided and regrouped.
The main ratios discussed are seven: (1) loans and discounts to earn
ing assets; (2) total deposits to earning assets; (3) demand deposits and
time deposits to earning assets; (4) demand deposits and time deposits
to total deposits; (5) gross earnings to earning assets; (6) expense to earn
ing assets and to gross earnings; (7) net earnings to earning assets and
to gross earnings. Each of these except the fifth and the last receives
approximately forty pages of tables and discussion, and the two others receive
seventy pages.
To indicate something of the scope and nature of the discussion, one may
summarize very briefly the substance of the discussion of the first-named. The
ratio of loans and discounts to total earning assets shows a wide range. These
ratios are classified by type and size of bank, by geographical location, by size
of city, etc. Next, a study is made of the changes in ratios over a series of
years, with the discovery that failure to comply with the norm appears to set
at work influences that tend to bring the norm into play. This is shown for
various groups and for various periods.
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Now for correlations. Dr. Secrist shows by numerous tables, for various
groups and for various years, a marked correlation between the ratio of loans
and discounts to earning assets, on one hand, and on the other the ratio of
gross earnings to earning assets. He finds this not only in general, both in
large groups and in series of years, but in individual cities, in individual banks,
and in specific years. He describes clearly his statistical method, so that the
reader may see what the figures mean. He then shows similarly the correlation
between the ratio of total expenses to earning assets, and of net earnings to
earning assets, on one hand, and the ratio of loans and discounts to earning
assets, on the other. He then passes on to the correlation between the ratio
of loans and discounts to earning assets and the ratio of demand deposits to
earning assets. Other similar correlations follow—all in the chapter on loans
and discounts.
In the other chapters similarly full discussion is given, not only of norms, but
of correlations and of the statistically indicated consequences of certain lines
of operating policy.
Like most of us who write technical expositions, Dr. Secrist fails often to
realize that the reader can not always foresee what is coming next, and often
has not clearly in mind just what is the limited scope of what he has read.
Often a statement or table appears to introduce a new subject, when in fact it
is the application of the old principle in another field. Often again, a new
subject is started when the reader is expecting a further treatment of the old—
not because the old is inadequately treated, but because he has become ac
customed to numerous illustrations and is always expecting more. In other
words, the reader would find reading vastly easier if Dr. Secrist would practise
more carefully the rhetorical art of easy transition. Nothing so much helps a
reader as arrangement of paragraphs, sentences, and even words in a sentence,
so that he knows through the first words in a paragraph just what subject is in
hand. Few things can so much irritate as carelessness in this respect. Statis
tics, dealing in subtle distinctions, especially calls for lucidity. This is not to
say that Dr. Secrist is a serious offender in this particular. He is not worse
than most of us; but we all ought to mend our ways, and the need of reform is
doubly great in discussions of abstract subjects like economics, accounting
and statistics.
William Morse Cole.

LAW-OFFICE MANAGEMENT. Report of special committee on law
office management of the Association of the Bar of the City of New York.
Baker Voorhis & Co., New York. 100 pages.
Law-Office Management is a book which embodies the results of a survey of
methods of law-office management, compiled from information received in
answer to questionnaires sent by the committee to a number of representative
law offices in New York and elsewhere.
The purpose of the book is to provide the average law office with a scheme
of systematic office management and routine which, one gathers from the fore
word, is noticeably lacking in many offices.
The text covers such matters as the division of work among partners and
staff, the duties of the managing clerk, the stenographic department, corre
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spondence, filing, telephone, recording and valuation of the time of lawyers,
billing clients, bookkeeping and other subjects. The subject matter is clear
and understandable and will no doubt prove of value to the smaller offices.
Compilations of this sort, while they disclose current practice, do not always
present the ideal practice. It seems to me a matter of regret that the problem
was not approached by the committee from the standpoint of the larger offices
and the whole field covered and that more attention was not given to ac
counting matters.
The description of the bookkeeping system to which sixteen of the one
hundred pages are devoted is elemental and of no interest to professional
accountants and of little value to the larger offices, in which changes in per
sonnel occur frequently and new partnerships are formed as often as once a
year, with the resulting accounting problems which arise in succession of
partnerships. These problems include the allocation of work in process on
unfinished cases as between partnerships, accounting for assets carried along
from partnership to partnership, provision for working fund, etc. No sugges
tions are offered as to the method of distinguishing in the accounts between
deferred income as represented by fees billed and not collected and cash
income represented by actual collections, although most professional men report
for income-tax purposes on a cash basis. The matter of financial and statistical
reports becomes of large importance where many partners are involved, and
this subject is only mentioned.
The book contains many valuable suggestions, not the least of which is the
recommendation that “if the volume of transactions justifies it, periodic
audits by a certified public accountant should be procured.” It should prove
a valuable stimulus to the introduction of more orderly methods in law offices.
John L. Harvey.

THE TEXAS TAX PROBLEM, by George Armistead. Gulf Publishing
Company, Houston, Texas. 209 pages.
The enormous increase in state, county and municipal taxes has become a
subject of general concern. We hear on all sides that taxes must be reduced,
but no proposal for substantial relief is suggested. The fact is that only one
way now remains to effect a material reduction and that is to reduce the extent,
diversity or quality of those services and facilities which must be paid for by
taxes. Are we prepared to do this? Are we ready to give up to any appre
ciable extent the benefits we now enjoy through the schools, colleges, highways
and hospitals provided by the state? It is on these facilities that the state ex
pends by far the greater portion of its revenues—in some cases over eighty
per cent, of the total. When looked at from this point of view the proba
bility of reduction of taxes seems remote, because we consider these facilities
essential and therefore demand that they be provided.
It appears, therefore, that the problem of state taxation reduces itself to one
of equitable distribution of the burden by sound legislation and effective admin
istration. The first step is obviously a thorough examination of existing con
ditions to determine the defects and to adopt improvements. A recent presen
tation of the results of such an examination is a book by George Armistead on
The Texas Tax Problem. This work deserves careful consideration. It is
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clearly the result of painstaking study and analysis. It presents a detailed de
scription of the sources of taxation by the state of Texas, the constitutional
limitations placed thereon, the methods of funding the receipts from taxes and
the purposes and objects for which the funds are expended. Comparative
tables and charts are presented showing the classifications of the amounts of
receipts and expenditures.
Mr. Armistead describes in detail the defects of the present system, the in
equality in assessments and rates, the utter lack of control by the state over
local assessment and collection, the complete failure of the state tax boards as
equalizing and controlling bodies, and the absence of a budget system. He
does not profess to offer a solution; he confines himself to an appraisal of con
ditions. Although certain important facts are lacking—not being available—
the author has accomplished effectively his evident purpose of presenting a
reliable basis for constructiveconclusions. Confined by thelimitations which he
sets for himself the author does not attempt an exposition of the fiscal organiza
tion and of legislative and executive control or lack of control over finances.
Nevertheless his book clearly shows that the state of Texas is laboring under a
most inefficient fiscal system. The chief defects in this system appear to be
segregation of most of its revenues into special funds, assessment and collec
tion of taxes by locally elected officers, the confinement of legislative and execu
tive control to a small portion of the expenditures, the lack of a budget system
and the existence of an antiquated accounting system. It is to be hoped that
Mr. Armistead’s book will aid in convincing the people of the state of Texas
that their government requires reorganization.
Francis Oakey.
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Accounting Questions
[The questions and answers which appear in this section of The Journal of
Accountancy have been received from the bureau of information conducted
by the American Institute of Accountants. The questions have been asked
and answered by practising accountants and are published here for general in
formation. The executive committee of the American Institute of Account
ants, in authorizing the publication of this matter, distinctly disclaims any
responsibility for the views expressed. The answers given by those who reply
are purely personal opinions. They are not in any sense an expression of the
Institute nor of any committee of the Institute, but they are of value because
they indicate the opinions held by competent members of the profession. The
fact that many differences of opinion are expressed indicates the personal nature
of the answers. The questions and answers selected for publication are those
believed to be of general interest.—Editor.]
SALES OF INVENTORY TO AFFILIATED COMPANY

Question: An auditor (A) has been doing the work of a manufacturing
company (X) for a number of years. This manufacturing company is affiliated
with a processing company (P) which the auditor does not examine. At the
close of 1930, X company had a large inventory of its main raw material and,
being desirous of reducing this, sold a substantial amount (practically onethird of its entire inventory) to P company. Company P borrowed money on
warehouse receipts on this merchandise and paid company X in cash in full.
Company X thereupon paid off a large amount of current indebtedness, which,
of course, had the effect of improving its current ratio.
In 1931 company X will gradually repurchase from P, either in processed
state or original raw state the raw materials sold by it at the end of 1930 to
company P.
Company X having sold the raw materials to company P at cost, insists that
no mention of this transaction be made by the auditor in his report. The
auditor, on the other hand, feels that since this was not a transaction in the
ordinary course of business, since it involved a relatively large percentage of the
inventory and was consummated at the end of the year with an affiliated com
pany, some mention should be made of it in his report. In your opinion, what
position should the auditor take, and how emphatic should he be if not in
agreement with the client.
Answer: It seems to us that the question turns to a considerable degree
upon what is meant by an affiliated company. If the affiliated company is a
controlled or substantially owned company, then we think that the auditor in
his report should mention the transaction. On the other hand, if the affiliated
company is independently owned by the same interests and there is no onerous
obligation on Company X, then on the statement of facts in your letter we do
not think the auditor could insist on making mention of the transaction in his
certificate.
The question is one of so-called “window dressing,” which always gives rise
to some of the most difficult situations with which an auditor has to deal. In
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certain cases where a company resorts continuously to such practices the audi
tor’s only remedy is to decline the audit on the ground that it is a bad moral
hazard. This particular transaction was apparently fully disclosed to the
auditor, but it is quite possible that information regarding similar transactions
might be withheld from him.
Answer: From the facts, as stated by the correspondent, we are disposed to
think that he need not be insistent upon stating all the facts regarding the
transaction in his report. We are influenced in this decision largely by the
statement that company X will gradually repurchase the stock from company
P; that is to say, the transaction was not obviously a window-dressing subter
fuge which was reversed at the beginning of the succeeding period. Further
it is difficult to see that the transaction was prejudicial to the interests of the
stockholders of the creditors of company X.
Answer: This is one of many cases which come close to the border line and
in respect of which one should have considerably more information than that
presented in the inquiry.
Generally speaking, if either a written or oral agreement exists between the
respective companies regarding the repurchase of material, or if previous prac
tice or admission on the part of either indicates that such will be the case, the
transaction must be disclosed by a qualification in the auditor’s certificate.
On the other hand, one may well suppose cases in which a change in the policy
of a company might justify the disposition of a substantial portion of inventory,
at costs, and if it were clearly demonstrated that the transaction did relate to
such a change in policy no such disclosure would be necessary. Obviously
such a change in policy could not contemplate a repurchase of such material in
the ensuing period.
When it is stated that the companies are affiliated we assume that neither is
a subsidiary of the other, but rather that both are controlled by the same
interests. The question of inter-company relationships between parent and
subsidiary therefore does not enter into the case.
The auditor in this case seems to have made up his mind that the materials
in question will be repurchased in the ensuing period, and in the circumstances
it is incumbent upon him to insist upon reference to such repurchase arrange
ment in his certificate.

ACCOUNTANCY PRACTICE

What should be paid for the accountancy practice of a deceased
associate under the following conditions;
Income: Gross fees to the decedent have averaged about $4,000.00 for the
past three years.
Gross fee for work handled through the office of the buyer and controlled by
the decedent have averaged about $1,000.00 to $1,500.00 a year for the same
period. The fact of contact and knowledge of the audits being had by the
buyer has retained one of these accounts of about $1,100.00 a year.
Portion of practice of decedent was turned over to a local practitioner near
the home of the decedent by the widow, amounting to $500.00 to $1,000.00.
The terms made with this man we do not know.
Question:
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Balance of practice which may or may not be retained by the buyer
longer than the current year will amount to from $1,000.00 to $1,500.00.
These accounts are among many clients some of which require a day or
part of a day a month, and some of which require only a day or two
annually or semi-annually, and the individual fees range from $50.00 to
$300.00 a year.
Buyer was a personal friend of the decedent, no partnership having ever been
arranged because of the relative small amount of his practice as compared with
that of buyer.
Widow naturally seeks as large a return as possible, and because of her lack
of knowledge of accountancy practice and its difficulties feels that a personal
arrangement made by a friend will be to her detriment.
The buyer followed up many of the small clients in order to save some of the
practice and if this had not been done, the work would all have been scattered
among various small practitioners of lesser standing, to whom the small clients
would have been more valuable.
Answer: As a preliminary, may I point out that no information is given
regarding the amount of the net profit yielded by the accountancy practice to
which reference is made, and, secondly, that the volume of business is so small
that its purchase would be unattractive except to a rather limited circle of
possible buyers. The purchase of an accountancy practice, as of any business,
is usually determined by the amount of annual profits that may reasonably be
expected in the future, and the general attractiveness of the practice would have
some influence on the price which a willing buyer would pay.
In the absence of further information regarding the practice to be sold, I am
inclined to suggest that the fairest method, both to the buyer and to the seller,
would be for the buyer to undertake to pay to the seller a percentage upon
each gross fee for each of a period of years. It would seem to me that the
percentage might range anywhere from ten to twenty per cent, upon each fee,
and the period of time over which these amounts would be payable might
range from five to ten years. Naturally, if the percentage agreed upon should
approach the higher limit just mentioned, the period of years would tend to be
reduced.
As a starting point for discussion it would, perhaps, be reasonably fair for the
buyer to pay an amount equal to one year’s gross fee for work of a continuing
character. It must be borne in mind, however, that such a rule can be accepted
only as a very general one and that in individual instances the profitableness
of the work might make such a price inadequate from the standpoint of the
seller. Similarly, if the margin of profit in another instance is unusually small,
the purchaser might not be justified in paying as much as one year’s gross fee.
Of course, for work that is of an intermittent type or may disappear altogether
within a short time, the value would be substantially less than for sound per
manent connections.
As I have already intimated, it would be impracticable, without further in
formation, to give an opinion with any degree of definiteness upon the value of
the practice to which reference is made, but the foregoing suggestions will,
perhaps, indicate a line of procedure upon which the buyer and seller in this
case may reach an agreement.
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Of special interest to accountants
PUBLISHED UNDER THE AUSPICES OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

THE ETHICS OF A PROFESSION
By A. P. Richardson
A sane, well-informed, and practical discussion of the opinions of accountants
as to what constitutes ethical practice in their profession. In a conversational
manner the book explains the various tenets in the creed of the profession of
accountancy. It shows what temptations confront the accountant and presents
the reasons why these temptations should be resisted. The author, who for
twenty years has been editor of The Journal of Accountancy, is exceptionallv
well qualified by his intimate knowledge of the problems and points of view of
the profession to prepare a manual such as this. 16mo. 159 pages. $1.50.

ACCOUNTING TERMINOLOGY
Preliminary Report

of a

Special Committee

The fruit of a ten-year study. Defines over 600 terms. Although many of the
definitions cannot be considered as final, the volume as a whole reflects the
present-day usages of the vocabulary of the profession. It is believed that this
is the most complete and up-to-date American publication of its kind. It should
be of inestimable value to accountants and bookkeepers as well as to students
of accounting. Royal 8vo. 126 pages. $1.50.

FRAUD: ITS CONTROL THROUGH ACCOUNTS
By George E. Bennett, Ph.D., C.P.A.
Tells how frauds are perpetrated and how proper accounting methods will
prevent them, or at least reduce the possibility of their being brought to a suc
cessful conclusion. Forty specific possibilities for fraud are listed and described.
"Valuable information which can be applied to daily problems.” — Lefax.
"Indicates the weak points and shows the way to strengthen control.” — F. H.
Hurdman in The Journal of Accountancy. Royal 8vo. 132 pages. $1.50.

C.P.A. LAWS OF THE UNITED STATES
Compiled by THE AMERICAN INSTITUTE OF ACCOUNTANTS
The only available collection of the full texts of all of the laws governing the
certification of accountants, with marginal notes to aid quick reference. The
text of each law has been verified by competent authority in the State of origin.
Limited edition. Royal 8vo. 250 pages. $3.00.
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month preceding month of publication. Rates for “ Help Wanted ” and “Miscellaneous ” are $9 per inch or fraction for one insertion;
$7 per inch or fraction each additional insertion. “Situations Wanted,” $5 up to 65 words each insertion.

MISCELLANEOUS

HELP WANTED

Help Wanted

Accounting Practice Wanted

If you are open to overtures for new connection and qualified
for a salary between S2500 and $25,000, your response to this
announcement is invited. The undersigned provides a thor
oughly organized service of recognized standing and reputation,
through which preliminaries are negotiated confidentially for
positions of the calibre indicated. The procedure is individual
ized to each client's personal requirements, your identity cov
ered and present position protected. Established twenty-one
years. Send only name and address for details. R. W. Bixby,
Inc., 125 Downtown Building, Buffalo, N. Y.

An old established firm of New York Public Accountants wishes
to purchase accounting practice in New York or vicinity to con
solidate with their own. Box No. 137, care of The Journal of
Accountancy.

SITUATION WANTED

Reliable accounting firms in cities of
50,000 population and over, now en-gaged in public practice to undertake
and handle special accounting and ex
ecutive work in their respective com
munities. Correspondence invited. In
replying state age of firm whether in
dividual or partnership and nature of
practice. Box No. 138, care of The
Journal of Accountancy.

Teacher in Accountancy
Accountant of exceptional experience — 9 years with last public
accounting firm, 7 years as comptroller of large national corpora
tion, would like position on accounting staff of commercial school
or small college. Box No. 136, care of The Journal of Account
ancy.

MISCELLANEOUS

Professional Connections
New York accounting firm desires to form professional connec
tions with accounting firms in the principal cities of the United
States to handle accounting work in their territory (certified).
Box No. 135, care of The Journal of Accountancy.
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BINDING
The Journal of Accountancy
Bound in tan buckram with title,
dates and volume number stamped
in gold on red leather.

When the magazines constituting
the volume are supplied by the
subscriber the binding charge is
$2. Each bound volume includes
six issues.
Missing numbers, with the excep
tion of a few rare issues, will be
supplied, if obtainable, at 50 cents
each.

Binding orders and the magazines
to be bound should be mailed or
delivered to

The Journal of Accountancy
Incorporated
135 Cedar Street

RUMFORD PRESS
CONCORD.N. H.

New York, N. Y.

The Accountants’ Index and Supplements
This key to the literature on accounting -- the only volumes of their kind — is
prepared by the American Institute of Accountants. It is a classified bibliography of
practically all of the known English literature on the subject of accounting. The price
of The Accountants’ Index is: with the First Supplement, $15.00 for the two books;
with the First and Second Supplements, $25.00 for the three books. The price of the
First Supplement alone is $5.00, and that of the Second Supplement alone is $10.00.

Audit Working Papers
A discussion and explanation of their preparation and content, by J. Hugh Jackson,
A.B., M.B.A., shows in detail, by text and illustration how the accountant placed on
an assignment should schedule and report the results of his findings, and how these
results should be made to support the report and balance-sheet prepared as a con
clusion to the work. Octavo, 201 pages. Prices: cloth bound, $5.00; leather bound,
$7.50.

Examination Questions
This is the third edition of questions prepared by the Board of Examiners of the
American Institute of Accountants. It contains all the questions and problems set in
the Institute examinations from June, 1917, to November, 1927, inclusive. 12mo, 555
pages. Price, $3.00.

Duties of the Junior Accountant
W. B. Reynolds and F. W. Thornton set forth in this admirable manual just what
work is expected of both the beginner and the more experienced junior accountant
in conducting an audit from beginning to end. 12mo, 107 pages. Price, $1.25.

Selected
and
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mended
by the
American
Institute
of

Accountants

The Balance-Sheet
The preparation, content, and interpretation of the balance-sheet are fully and
clearly explained, by Charles B. Couchman, C.P.A., in this volume. The book pre
sents the theory underlying the preparation and publication of financial statements of
business organizations and the reasons for each major classification in such state
ments. Royal octavo, 288 pages. Price, $3.00.

Introduction to Actuarial Science
This book, by Harry Anson Finney, C.P.A., adequately answers the demand for a
clear elementary textbook on actuarial science. It has already proved its worth not
only to students of accounting, but also to both accountants and business men.
12mo, 101 pages. Price, $1.50.
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